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INTRODUCTION 
Nicolas  Spiilber 

The  Soviet  challenge  manifests  itself  on  a  widening  front 
which  stretches  from  politics  to  defense  and  from  economics  to 
science.     What  are  the  mainsprings,    direction,    and  impact  of 
Soviet  growth?     What  place  does  the  study  of  the  Soviet-type  econ- 
omies now  occupy  in  our  college  teaching  and  research,    and  what 
place  should  it  occupy  in  the  future? 

The  present  Soviet  economic  system  is  the  outcome  of  a 
variety  of  shifts  and  adjustments,    carried  out  through  a  number 
of  decades,    within  a  given  ownership  franaework,    established  by 
a  revolution.     In  this  system,    the  complete  nationalization  of  non- 
labor  factors  of  production  has  been  instrumental,    along  with 
other  elements,   to  a  heretofore  unheard-of  centralization  of  poli- 
tical and  economic  power.     At  the  same  time,    various  decentrali- 
zing procedures  have  been  employed  in  the  administration  of  this 
gigantic  complex.      Such  procedures,    are,    for  instance,    the  es- 
tablishment of  the  principle  of  autonomy  of  the  state  owned  enter- 
prises and  the  utilization  of  the  market  for  deploying  labor  and 
distributing  consumers'  goods.     The  USSR's  specific  institutional 
arrangements,    its  strategy  of  methodically  emphasizing  certain 
key  sectors  and  finally,    its  techniques  of  comprehensive  planning, 
have  now  been  emulated  by  a  number  of  Soviet-type  economies  and 
have  all,    in  varying  degrees,    exercised  an  innpact  on  the  rest  of 
the  world. 

Because  the  Soviet  system  is  engaged  in  a  deadly  race  with 
the  market-oriented  economies,    because  it  has  spread  systemati- 
cally to  the  point  of  encompassing  now  over  one  billion  people, 
because  it  exercises  an  increasing  influence  on  the  vast  non-com- 
mitted areas  of  the  world,    it  has  prompted  systematic  study  by 
a  number  of  economic  researchers  during  the  past  ten  to  fifteen 
years.      This  research  has  yielded,    through  the  years,    much  naore 
than  a  balance  sheet  of  Soviet  economic  achievement.     It  has  also 
furnished  numerous    and  illuminating  materials  on  its  modus 
operandi,    its  underlying  theories  and  assumptions,    and  its  real 
as  well  as  its  purported  strengths  and  weaknesses.     The  time  has 


come  to  bring  this  research  from  the  specialist  to  the  general 
economist  and  to  assess,    with  the  help  of  the  latter,    the  place  of 
these  materials  in  our  economic  teaching  and  in  our  over-all  re- 
search.    But  how  can  the  intercommunication  between  the  special- 
ist and  the  generalist  be  established  when  the  former  may  appear 
obsessed  by  the  details  of  his  findings,    and  the  latter,    at  times 
at  least,    seenas  unaware  of  the  importance  of  the  subject  as  such? 

To  examine  these  questions,    a  conference  on  the  Study  of 
the  Soviet  Economy  met  on  February  3  and  4,    1961  on  the  Indiana 
University  campus  in  Bloomington,    Indiana.     A  total  of  132  per- 
sons representing  77  departments  of  economics  —  other  than 
Indiana  University  —  located  in  23  states  and  two  foreign  coun- 
tries,   and  9  representatives  of  various  institutions  met  for  the 
discussions.      The  participants  were  chosen  among  general  econo- 
mists,   chairmen  or  members  of  departments  of  universities  and 
colleges  of  all  sizes,    located  mostly  in  the  Middle  West.     Papers 
were  prepared  for  and  presented  to  this  audience  by  specialists 
in  Soviet  economics  who  attempted  to  draw  a  broad  picture  of 
the  dimension,    quality,    direction  and  impact  of  the  Soviet  growth 
and  who  then  proposed  to  discuss  jointly  with  the  participants 
the  place  of  such  problems  in  our  economics  studies  and  research. 

The  Conference  was  prepared  and  organized  by  a  committee 
consisting  of  Professor  Robert  F.    Byrnes,    Director  of  the  Russian 
and  Eastern  European  Institute  and  Chairman  of  the  Department 
of  History;    Professor  Taulman  A.    Miller,    Chairman  of  the  De- 
partment of  Economics;    Mr.    Robert  R.    Sturgeon,    Assistant  to 
the  Chairman  of  the  Department  of  Economics,    and,    the  editor. 
The  Conference  was  held  with  the  help  of  a  generous  grant  frona 
the  American  Council  of  Learned  Societies  and  a  contribution  from 
Indiana  University.     All  the  papers  presented  at  the  Conference 
are  included  in  this  book.     Unfortunately,    the  discussions  of  the 
papers  were  not  recorded  except  for  the   panel  discussion,    which 
is  included  in  full  herein.     However,    the  authors  of  the  papers 
have  incorporated  many  of  the  very  useful  suggestions  made  by 
various  discussants  at  the  Conference. 

There  were  four  main  background  papers  examining  {  1)  the 
problems  connected  with  the  direction  of  Soviet  growth  (2)  the 
adaptability  of  the  Soviet  economy  to  technological  change   (3)  the 
bipolarization  of  the  Soviet  bloc  and  the  implications  of  the  Sino- 
Soviet  economic  rivalry  and  (4)  the  impact  of  the  Soviet  model 
on  underdeveloped  areas. 
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The  opening  paper  presented  by  Dr.    Joseph  A.    Kershaw  of 
the  Rand  Corporation  considered  the  broad  canvas  of  Soviet  de- 
velopmental problems  and  underlined  the  significant  characteris- 
tic of  that  economy,    namely,    its  high  and  persistent  rate  of  growth. 
This  has  been  particularly  the  case  for  the  industrial  sector  where 
relative  growth  seems  to  have  exceeded  more  than  twice  the  present 
U.  S.    rate.     This  achievement  may  be  explained  by  a  continued  high 
rate  of  investment  and  by  a  rigid  strategy  of  development  favoring 
systematically  the  growth  of  certain  sectors  to  the  detriment  of 
other  low^riority  sectors  and  branches.      Various  factors  work 
toward  the  slowing  down  of  the  rate  of  growth,    such  as  competing 
demands  for  increased  consumption,    the  fall  in  the  productivity 
of  capital,    and  so  on.     However,    it  is  doubtful  that  broad  changes 
will  occur  in  investment  policies,    and  as  long  as  the  latter  are 
not  basically  changed,    growth  rates  may  be  expected  to  continue 
at  levels  above  those  prevailing  in  the  U.S.     Dr.   Kershaw  stressed 
in  conclusion  that  up  to  now  there  has  been  no  broad  release  of 
centralized  controls  in  the  USSR  and  no  consistent  attempts  to 
resort  to  rational  pricing.      The  system  does,    nevertheless,    face 
more  and  more  acutely  the  need  for  a  shifting  away  from  the  old, 
crude,    and  rigid  methods  of  allocation  of  resources  to  the  rational 
tackling  of  the  problems  of  efficient  allocation,    alternative  choices, 
consistency  in  planning  and  optimization  of  results. 

The  capacity  of  the  Soviet  economy  to  rapidly  assimilate  ad- 
vanced industrial  techniques  and  to  introduce  them  on  an  extensive 
scale  may  be  observed  at  its  best  in  the  key  iron  and  steel  indus- 
try,   the  pillar  of  the  Soviet  Union's  industrialization.     Professor 
Gardner  Clark  of  Cornell  University,    who  has  studied  extensively 
the  economics  of  iron  and  steel,    recalled  that  while  the  Soviet 
system  does  operate  under  enormous  handicaps  —  from  bureau- 
cratization to  absence  of  rational  pricing  —  it  is  the  successes 
of  the  Soviet  system  which  require  an  explanation,    i.  e.,    precisely 
why  "the  Soviets  are  doing  so  well  in  spite  of  their  obvious  handi- 
caps?"   True  enough,    in  favored  rapidly  expanding  branches,    new 
technology  and  high  productivity  rates  are  easily  built  in.     It  is 
worthwhile  to  note  that  the  Soviet  iron  and  steel  capacity,    to  be 
added  in  1961  alone,    equals  the  volunne  of  the  iron  and  steel  indus- 
try of  Belgium,  one  of  West  Europe's  outstanding  iron  and  steel  pro- 
ducers; there  are,  hence,  vast  possibilities  for  putting  to  use  mod- 
ern techniques  in  this  key  industry.    But  on  the  other  hand,  it  should 
also  be  noted  that  technology  spreads  with  much  more  difficulty  in 


older  non-priority  Soviet  industrial  branches  and  that  within  the 
very  unevenly  developed  Soviet  economy,    numerous  non-priority 
industries  continue  to  lag  far  behind  similar  branches  in  the  West. 

Some  of  the  problems  arising  from  the  bipolarization  of  the 
Soviet  bloc  were  examined  by  Professor  Walter  Galenson  in  a 
stimulating  and  carefully  documented  paper  analyzing  the  origin 
and  implication  of  the  controversy  between  the  USSR  and  the  ris- 
ing power  of  the  Chinese  People's  Republic.     Professor  Galenson 
suggested  that  the  conflict  may  be  partly  explained  by  economic 
reasons.     In  order  to  maintain  its  leading  position  in  the  bloc, 
the  USSR  has  been  forced  to  export  to  China  precisely  the  goods 
which  were  most  conducive  to  growth,    and  to  take  in  return  goods 
with  a  low  growth- inducing  potential.     While  the  Soviets  import 
on  balance  nciore  machinery  than  they  export,    their  imports  from 
their  main  machinery  supplier.    Eastern  Europe,    do  not  make 
up,    item  for  item,  for  the  fully  equipped  plants  and  the  varied 
machinery  that  Russia  has  grudgingly  had  to  give  up  to  China. 
The  relentless  pressures  of  the  latter  for  more  growth-inducing 
goods,    and  the  reluctance  of  the  Russians  to  give  them,    go  a  long 
way  toward  explaining  the  crucial  conflict  which  now  opposes  the 
two  giants  of  the  Soviet  world. 

The  fourth  and  last  background  paper,   presented  by  Professor 
John  M.    Montias  of  Yale,    examined  in  detail  the  impact  of  the 
Soviet  model  on  the  underdeveloped  areas.     Professor  Montias 
conveniently  distinguished  between  the  Soviet  strategy  of  devel- 
opment and  the  Soviet  institutional  arrangement  designed  to  carry 
it  out.     It  is  the  former  —  with  its  skewed  emphases  on  certain 
sectors  —  rather  than  the  latter,    which  struck  a  responsive  chord 
in  the  underdeveloped  areas.     It  may  perhaps  be  useful  to  distin- 
guish further,    from  strategy  and  institutional  arrangement,    the 
Soviet  techniques  of  economic  administration,    combining  both 
centralized  commands  and  the  use  of  market  mechanisms.     Some 
of  these  techniques  —  particularly  in  respect  to  planning  —  have 
also  struct  a  responsive  chord.      These  techniques  are  in  fact  not 
necessarily  tied  either  to  the  specific  Soviet  institutional  arrange- 
ment or  to  its  specific  forms  of  ownership.     Professor  Montias 
rightly  noted  in  his  conclusion  that  what  Russia  did  achieve  with 
its  great  gamut  resources  and  its  capacity  of  using,   for  its  own 
benefit,    the  intra-Soviet  bloc  market  as  a  whole,   may  actually  be 
difficult  to  duplicate  even  for  some  of  its  satellites.     Be  that  as 
it  may,    the  Western  scholars  may  vastly  help  the  economists  and 


planners  of  some  of  the  non- committed  countries  to  reach  a  bal- 
anced judgment  in  respect  to  the  Soviet  economic  experience  as 
a  whole.      They  can  do  so  if  they  themselves  examine  this  experi- 
ence under  all  its  facets,  and  recognize  that  some  of  the  planning 
techniques  may  be  put  to  use  by  the  underdeveloped  areas  — 
provided,    of  course,    that  such  choices  do  not  jeopardize  the  na- 
tional independence  and  integrity  of  these  countries. 

Against  this  broad  background,    the  Conference  turned  its 
attention  to  the  problems  of  teaching  and  research  in  Soviet  eco- 
nomics.     The  problems  were  debated  in  two  papers  presented  by 
Professors  Peter  Wiles  and  Robert  W.    Campbell,    and  by  a  panel 
chaired  by  Professor  Kenneth  E.    Boulding  and  consisting  of  Pro- 
fessors Abba  P.    Lerner,    Abram  Bergson,    and  Henry  M.    Oliver. 
Two  main  ideas  emerged  in  respect  to  the  integration  of  these 
materials  in  our  studies.     Some  viewed  them  as  an  indispensable 
component  of  a  new  and  broader  general  economic  framework 
encompassing  the  study  of  both  the  market  and  the  administrative 
mechanisms.     Others  limited  themselves  to  evaluating  the  lessons 
which  the  Soviet  experience  may  yield  in  respect  to  sonae  specific 
problems  such  as  those  emerging  in  the  processes  of  industriali- 
zation and  of  planning. 

The  idea  of  a  new  generalized  framework  was  broached  from 
various  illuminating  angles  by  both  Professors  Abba  Lerner  and 
Peter  Wiles.     Professor  Lerner  of  Michigan  State  University,    who 
coined  for  the  occasion  the  term  "meta-  economics",    stressed  first 
that  the  study  of  the  Soviet  economy  allows  us  to  examine  an  ap- 
proach to  economic  problems  which  starts,    not  with  and  from  the 
market,    but  from  the  administration  emphasis,    and  which  then 
introduces  into  the  system  some  market  elements.     Up  to  now, 
economics  has  been  limited  to  the  study  of  the  market  mechanism 
only;    an  equal  place  should,    however,    be  given  to  administrative 
n:iechanisms  and  to  the  study  of  the  interactions  of  all  these  mech- 
anisms.     Within  such  a  generalized  framework,    concluded  Pro- 
fessor Lerner,    the  distinction  between  the  forms  of  ownership  of 
the  enterprises  involved  in  market  or  planned  relations  appears 
devoid  of  any  particular  significance. 

In  a  similar  vein,    Professor  Peter  Wiles  of  Brandeis  sug- 
gested that  the  time  had  come  for  the  writing  of  a  new  principles 
textbook,    which  would  depart  from  the  established  tradition  of 
taking  the  Western  institutional  set-up  as  being  of  a  general  and 
immutable  validity,    and  which  would  take  into  account  the  actual 


existence  of  a  variety  of  institutional  models.     He  distinguished 
for  the  purpose  five  models,   namely:   1.    a  market  economy,    sub- 
divided into  (a)  a  capitalist  economy,    (b)  a  peasant,    or  under- 
developed economy,    and  ( c)  a  socialist-market  economy  (such 
as  Yugoslavia  or  the  Soviet  Union  during  the  NEP)and  2.    a  com- 
mand economy,    subdivided  into  (a)  a  non-monetary  barter  economy 
(such  as  Russia  under  War  Communism  or  China  during  the  initial 
phase  of  the  Chinese  People's  Communes)  and  (b)  a  command 
economy  with  free  consumers  and  free  workers   (such  as  the  present 
Communist  bloc  countries).     All  of  these  models  would  have  in 
common  the  treatment  of  the  questions  relating  to  scarcity,    dimin- 
ishing returns,  growth,    and  so  on,   but  would  differ  in  their  ap- 
proachs  to  the  question  of  resource  allocation.     In  no  case,  however, 
would  the  forms  of  ownership  appear  as  being  of  significance.     A 
broader  framework  for  the  study  of  econonnics  is  thus  suggested 
by  Professors  Lerner,    Wiles  and  Boulding,    in  which  the  present 
Soviet  model  is  taken  to  be  one  of  various  alternative  cases. 

The  relevance  of  the  study  of  the  Soviet  economy  in  regard  to 
specific  problems  —  notably,    in  regard  to  the  economics  of  indus- 
trialization,   the  study  of  planning,    and  the  versatility  of  our  own 
economic  tools  — was  examined  by  Professor  Abram  Bergson  of 
Harvard.      While  granting  that  the  Soviet  experience  is  in  many 
respects  a  special  one.    Professor  Bergson  stressed  that  it  does 
carry  lessons  of  general  import,    since  it  illuminates  some  of  the 
possible  paths  open  in  the  implementation  of  industrialization,    puts 
into  a  sharp  focus   some  of  the  problems  bound  to  arise  wherever 
planning  is  attempted,    and  increases  the  understanding  of  the 
validity  of  our  own  tools,    when  we  are  testing  them  in  the  strange 
context  of  an  economy  so  different  from  our  own.     Professor 
Bergson  concluded  by  suggesting  that  such  a  study  should  be  both 
integrated  in  the  standard  courses  and  taught  separately,    since 
the  Western  economies  already  receive  the  major  attention  in  the 
bulk  of  courses  included  in  the  curriculum. 

Addressing  himself  precisely  to  the  question  of  the  place  of 
such  studies  in  the  curriculum,    Professor  Henry  Oliver  of  Indiana 
pointed  out  that  for  him  this  problem  could  not  be  solved  by  talking 
in  abstract  terms  about  the  respective  merits  of  subjects  X  or  Y. 
The  question,    he  stated,    is  rather  the  following  one:    do  we  some- 
how optimize  or  maximize  the  yield  of  the  program  mix  which 
we  offer  by  including  X  and  excluding  something  else?     While  the 
problem  of  choice  is  certainly  a  strong  appealing  one  to  economists, 
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one  wonders  if  the  indicated  alternative  is,    in  practice,    so  rigid, 
and  if  the  introduction  of  a  new  dimension  necessarily  involves 
a  real  sacrifice  in  terms  of  useful  materials  taught. 

Evidently  no  single  answer  could  be  given  to  the  numerous 
problems  raised  by  the  Conference  although  various  practical 
suggestions  did  emerge  in  respect  to  both  the  tenor  and  place  of 
the  Soviet  courses  in  our  curriculum.      Some  of  these  suggestions 
are  further  spelled  out  in  the  outlines  and  reading  lists  presented 
in  the  appendix  which  we  hope  may  prove  of  use  to  those  interested 
in  introducing  such  courses. 

The  Conference  has  successfully  opened  the  necessary  dia- 
logue between  specialists  and  generalists  and  has  carefully  and 
exhaustively  explored  the  problem  of  the  integration  of  the  study 
of  Soviet  economics  in  our  curricula.     It  has  also  drawn  the  at- 
tention of  all  economists  to  the  current  and  possible  future  direc- 
tions of  research  in  this  field.     The  assessing  of  this  research, 
its  problems  and  difficulties,    were  analyzed  in  the  concluding 
paper  by  Professor  Robert  W.    Campbell  of  Indiana  University. 
As  indicated  by  Professor  Campbell,    there  is  a  pressing  need  now 
for  more  effort  at  constructing  general  nnodels  of  the  Soviet  system 
or,    at  least,    for  hypotheses  aimed  at  creating  such  general  mod- 
els.    The  study  of  the  Soviet  economy  is  "a  field  in  which  there  is 
still  much  and  worthwhile  to  do,    scores  of  good  books  to  be  writ- 
ten and  plenty  of  challenging  opportunities  for  reputations  to  be 
made."     Let  us  hope  that  the  economists  of  all  branches  will  not 
remain  insensitive  to  this  appeal. 

This  evaluation  of  the  study  of  the  Soviet  economy  and  of  its 
place  in  economics  generally,    will  certainly  be  of  interest  not  only 
to  economists  but  also  to  political  scientists  or  sociologists  who 
wrestle  with  the  similar  problem  of  integrating  elements  derived 
from  the  so-called  area  studies,    into  their  basic  disciplines. 
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I.    DIRECTIONS  FOR  FUTURE  GROWTH 
OF  THE  SOVIET  ECONOMY 

Joseph  A.    Kershaw 

This  subject  is  at  once  fascinating  and  frustrating.     Part 
of  the  fascination  lies  in  the  fact  that  our  lives  are  going  to  be 
dominated  in  good  part  by  the  economic  struggle  between  the 
Soviet  Union  and  the  United  States.     It  is  fascinating  to  the  pro- 
fessional economist  because  the  USSR  seems  to  provide  a  labora- 
tory in  which  are  exhibited  many  of  the  problems  that  economists 
are  most  concerned  with.      The  nature  of  economic  growth  is 
laid  bare  in  the  Soviet  Union  in  terms  more  graphic  than  in  al- 
most any  other  nation.     It  is  no  accident  that  those  interested  in 
the  economics  of  the  Soviet  Union  are  almost  without  exception 
interested  also  in  that  new  and  fashionable  branch   of  economics 
called   "the  economic  growth  of  underdeveloped  areas." 

There  are  of  course  many  other  problems  which  fascinate 
the  economist  who  studies  the  Soviet  economy.     What  is  the  role 
of  economic  planning  and  how  effective  can  it  be?     What  is  the 
impact  on  growth  and  welfare  of  an  allocation  of  resources  very 
different  from  our  own?     How  is  the  rate  of  investment  deter- 
mined in  a  centralized  economy?     How  was  it  possible  for  a 
primitive  agricultural  economy  to  compress  the  period  of  growth 
and  leave  behind  completely  some  of  the  stages  which  sonne 
economic  historians  tell  us  must  be  gone  through?     How  appli- 
cable are  some  of  the  newer  techniques  in  economics,    in  par- 
ticular what  role  can  mathematical  economics  play  in  the  planning 
process?     These  are  but  a  few  of  the  problems  that  the  economist 
interested  in  the  Soviet  Union  has  to  wrestle  with  before  he  can 
understand  this  strange  beast.     Small  wonder  then  that  the  special- 
ist in  the  area  will  insist  that  his  speciality  is  as  interesting  and 
challenging  as  any. 

But  there  are  frustrations,    too,    and  these  are  no  less  impres- 
sive.     For  one  thing,    many  of  the  data  that  one  needs  to  work  with 
in  understanding  any  economy  are  simply  not  available  from  the 
Soviet  Union.      There  is  the  infuriating  Soviet  practice  of  releasing 
data  in  percentage  terms  without  giving  the  base  data,    and  leaving 
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it  to  the  foreign  investigator  to  make  his  guesses  about  the  base 
year.     In  the  last  few  years  this  situation  has  become  a  good 
deal  better.      The  Soviet  statistical  people  have  been  releasing 
information  in  much  greater  quantity  and  apparently  of  ade- 
quate quality.       This  is  not  to  indicate  that  everything  we  need 
has  been  made  available.     But  the  data  drought  of  the  war  and 
immediate  post-war  period  has  certainly  been  alleviated. 

This  may  be  an  appropriate  place  to  refer  to  one  of  the  most 
annoying  occupational  diseases  that  is  endemic  among  Soviet 
specialists.     We  might  refer  to  it  as  revisionitis,    which  is  a 
technical  term  for  the  need  for  wholesale  revisions  of  large 
empirical  manuscripts  which  reach  completion  just  as  a  new 
statistical  handbook  on  the  same  subject  is  released  by  the  Soviet 
Central  Statistical  Office.     The  Russians  are  maddeningly  effi- 
cient at  timing  the  release  of  these  handbooks  —  at  Rand  we 
have  sponsored  a  study  of  Soviet  population  which  has  been 
wrapped  for  mailing  to  the  publisher  countless  times;    its  author  is 
threatening  to  change  his  field  of  specialization  to  welfare 
economics. 

There  is  a  more  fundamental  sense  in  which  the  economist 
finds  the  study  of  the  Soviet  economy  frustrating.     In  dealing  with 
the  United  States  or  almost  any  Western  economy,    one  can  safely 
assume  that  individuals  and  business  units  will  behave  in  accor- 
dance with  motives  that  are  well  enough  understood.     For  exam- 
ple,   suppliers  will  normally  be  able  to  sell  when  they  are  able 
to  produce  something  more  efficiently  than  their  competitors. 
International  trade  takes  place  when  the  division  of  labor  indi- 
cates that  it's  a  good  idea  for  it  to  take  place.     Investment  is  at- 
tracted to  those  areas  that  are  the  most  profitable;    and  the  areas 
that  are  most  profitable  are  normally  determined  by  the  tastes, 
desires,    and  incomes  of  consumers. 

I  realize  that  I  am  painting  an  over-simplified  picture  of  the 
Western  or  free  type  of  economy.     All  of  us  are  familiar  with  the 
exceptions  to  these  easy  generalizations,    but  in  the  case  of  the 
Soviet  Union,    factors  which  we  have  come  to  call  non- economic 
are  instrumental  to  a  far  greater  extent  in  determining  the  flow 
of  resources.     The  market  place  plays  a  role  in  the  Soviet  Union 
and  it  is  an  important  one.     Nonetheless,    compared  to  the  role 
it  plays  in  the  free  economies  of  the  West,    the  market  place  is 
a  very  secondary  instrument.     I  need  only  mention  the  recent 
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Soviet  purchase  of  Egyptian  cotton,    or  Soviet  behavior  with 
respect  to  gold,    for  that  matter.     Behavior  in  these  instances 
is  not  dictated  by  any  economic  calculus  but  by  some  other 
criterion  which  Soviet  planners  hold  to  be  more  important  than 
the  economic  considerations. 

All  of  these  things  make  it  difficult  for  the  economist  to 
decide  when  he  should  be  looking  for  economic  explanation  and 
when  something  else  may  be  dominating  a  particular  case.      Let 
me  cite  an  example.      Those  who  have  studied  Soviet  transporta- 
tion are  fond  of  pointing  out  that  the  Russians  have  obtained  a 
highly  intensive  use  of  their  rail  freight  system.     With  a  country 
a  good  deal  larger  than  the   U.  S.,    the  rail  mileage  in  the  Soviet 
Union  is  not  much  more  than  half  ours.      Furthermore,    the  re- 
liance on  the  rail  network  is  much  greater  than  it  is  here.     It 
is  an  interesting  question  whether  this  indicates  that  the  Russians 
have  succeeded  in  being  very  economical  with  the  use  of  their 
railroads,    or  whether  they  have  made  some  bad  decisions  and 
the  economy  would  be  much  better  off  if  there  were  a  more  ex- 
tensive rail  network.      Then  one  comes  to  notice  Soviet  practice 
in  civil  aviation.     Every  traveler  has  pointed  out  the  tremendous 
number  of  jet  aircraft  sitting  idly  on  almost  every  commercial 
airfield  in  the  Soviet  Union.     Apparently  what  the  Russians  have 
done  with  respect  to  civil  aviation  is  to  substitute  idle  capacity 
in  the  form  of  these  aircraft  for  maintenance  facilities,    repair 
crews  and  so  on.     You  will  notice  that  this  is  exactly  opposite 
from  their  practice  in  rail  transportation.     Are  there  satisfac- 
tory economic  explanations  of  this  striking  difference,    or  is  the 
explanation  to  be  found  in  some  completely  non- economic  consi- 
deration,   such  as  a  desire  to  maintain  a  reserve  of  civil  air 
transport  capacity  for  possible  military  use? 

Comparative  Rates  of  Growth 

Let  us  turn  now  to  a  brief  description  of  the  Soviet  economy, 
and  in  doing  so  examine  some  of  the  fascination  and  some  of  the 
frustration  involved  in  its  study.     I  suppose  the  most  outstanding 
characteristic  of  the  Soviet  economy  since  the  planning  period 
began  in  1929  has  been  the  consistent  and  high  rate  of  growth  that 
it  has  enjoyed.      There  have  been  short  periods  of  small  or 
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negative  growth  —  for  example  the  years  of  World  War  II 
and,    earlier,    a  part  ol  the  period  o±  the  peasant  resistance  to 
agricultural  collectivization.     But  these  have  been  exceptions 
to  the  general  trend. 

As  anyone  who  reads  the  newspapers  is  aware,    there  has 
been  some  dispute  as  to  just  what  the  rate  of  growth  of  the  Soviet 
economy  has  been.     This  is  certainly  not  the  place  for  us  to  try 
to  decide  whether  that  rate  of  growth  has  characteristically  been 
five  per  cent  a  year  or  six  per  cent  a  year  or  seven  per  cent  a 
year.     It  seems  to  me  that  the  important  fact  is  to  recognize 
that  it  has  been  consistently  high.     In  particular,    it  has  been, 
and  continues  to  be,    substantially  higher  than  our  own.     Further- 
more,   in  my  view  this  disparity  in  the  rate  of  growth  between  the 
USSR  and  the  USA  will  continue  to  exist,    though  it  may  narrow 
somewhat  in  the  relevant  future.     For  this  there  seem  to  me  ob- 
vious reasons,    and  on  some  of  these  I  will  touch  in  a  few  moments. 

But  confining  the  comparison  to  growth  rates  of  gross  na- 
tional product  seems  to  me  to  be  an  exercise  of  very  limited 
meaning.     For  one  thing,    to  the  extent  that  we  are  interested  in 
the  relative  economic  power  of  the  economies,    some  sectors  are 
more  significant  than  others.     For  another,    gross  national  pro- 
duct is  an  aggregate  made  up  of  very  different  sectors  growing 
at  very  different  rates.     Like  so  many  aggregates,    this  one  covers 
up  as  much  as  it  reveals.     I'd  like  to  disaggregate  a  little  and 
discuss  agriculture  and  industry  separately. 

Turning  first  to  the  agricultural  sector,    here  there  is  no 
doubt  that  the  United  States  is  extremely  efficient  compared  to 
the  Russians.      The  agricultural  problem  in  the  U.S.   is  of  course 
one  of  trying  to  persuade  farmers  not  to  produce  so  much  food 
and  raw  materials  that  they  will  embarrass  whatever  adminis- 
tration happens  to  be  in  power.      This  is  a  problem  that  the  Soviet 
officials  would  dearly  love  to  face.     The  Soviet  agricultural  sec- 
tor has  been  a  consistent  laggard  and  has  created  perhaps  the 
most  persistent  overall  problem  that  the  Soviet  planners  have 
had  to  face.     Indeed,    for  many  years  the  sheer  job  of  increasing 
total  agricultural  output  by  the  one-and-a-half  per  cent  by  which 
the  population  was  increasing  seemed  to  be  an  impossible  one. 
The  missing  of  goals  in  agriculture  has  been  chronic,    and  for  many 
years  the  inability  to  correct  the  agricultural  deficiencies  in  the 
Soviet  Union  seemed  to  threaten  the  progress  of  the  entire  economy. 
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In  recent  years,    some  significant  changes  have  been  made, 
particularly  changes  with  respect  to  price  and  tax  policy.     These 
changes  are  having  a  very  real  impact  on  the  incentives  of  ag- 
ricultural workers,    and  for  the  first  time  since  the  planning 
period  began  some  significant  gains  were  realized  in  the  middle 
and  later  1950 's.     These  institutional  changes  were  coupled  with 
the  so-called  "new  lands"  policy,    and  there  appears  to  be  at 
least  a  chance  now  of  getting  the  agricultural  situation  in  hand. 
The  year  1959  and  the  year  I960  were  both  poor  years  weather- 
wise  and  the  substantial  increases  that  had  been  achieved  up  to 
195  9  have  been  interrupted.     Whether  the  increases  will  be  re- 
sumed in  the  future  is  not  completely  clear,   but  the  steps  that 
have  been  taken  would  certainly  seem  to  have  been  in  the  right 
direction.     No  longer  can  one  assert  with  confidence  that  the 
agricultural  problem  remains  unsolved.     At  the  same  time  one 
must  note  that,    as  of  now,    the  1965  agricultural  output  targets 
look  as  unrealistic  as  these  targets  have  turned  out  to  be  under 
preceding  plans.      Headlines  in  recent  weeks  indicate  that  solu- 
tions are  certainly  not  yet  at  hand. 

In  industry  the  story  is  different.     Here  are  the  favored 
sectors  in  the  Soviet  economy,    as  they  have  been  since  the  be- 
ginning of  the  planning  period.     In  consequence,    this  is  where 
the  rapid  rates  of  increase  really  show  up.      This  is  where  the 
statistics  can  really  play  tricks  on  unsuspecting  investigators, 
too;    and  over  the  last  decade  a  great  deal  of  effort  has  been  put 
into  the  matter  of  straightening  out  the  Soviet  statistics  and 
even  into  creating  new  indexes  of  Soviet  industrial  output.     I 
think  we  are  now  in  a  position  to  understand  pretty  accurately 
what  is  going  on. 

The  picture  of  comparative  rates  of  growth  of  industry  in 
the  U.  S.    and  USSR  is  not  an  encouraging  one.     All  of  you  know 
that  one  can  prove  almost  anything  by  a  careful  selection  of  a 
beginning  and  a  terminal  year  for  industrial  production  statis- 
tics.     This,    of  course,    explains  the  disparate  figures  that  were 
used  during  our  recent  political  campaign.       I  think,    however, 
that  if  one  looks  objectively  at  what  has  been  happening  in  the 
United  States  and  does  not  pick  an  unusual  beginning  or  ending 
period,   he  has  to  come  to  the  conclusion  that  industrial  produc- 
tion here  has  been  growing  recently  at  a  rate  that  is  something 
less  than  four  per  cent  per  year.     I  think  a  careful  scholar  who 
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looks  at  the  situation  in  the  Soviet  Union  cannot  help  coming  to 
the  conclusion  that  the  rate  of  increase  of  industrial  production 
has  been  in  the  neighborhood  of  nine  per  cent  per  year.     I  am 
referring  to  Soviet  experience  in  the  pre- War  period  and  since 
1950.     During  the  war  the  rate  was  of  course  very  low;    between 
1945  and  1950  it  was  much  higher  than  nine  per  cent,   but  this 
was  to  be  expected  during  reconstruction.     Incidentally,    muni- 
tions are  excluded  from  the  index  I  am  using. 

However  one  looks  at  it,    it  seems  to  me  inescapable  that 
the  rate  of  increase  in  Soviet  industry  is  at  least  double  that  in 
the  United  States.     This  disparity  used  to  be  explained  by  say- 
ing that  the  Soviet  industry  started  fromi  so  much  lower  a  base. 
If  this  explanation  ever  had  any  validity,    and  I  for  one  doubt 
that  it  did,    it  certainly  does  no  longer.     The  Soviet  industrial 
base  is  today  a  large  one,    generally  second  only  to  our  own. 
Indeed,    in  a  number  of  not  inconsequential  cases,    the  Russians 
are  now  out-producing  us.      They  produce  more  iron  ore  and 
machine  tools  than  we  do  now,    for  example,    and  the  outputs  of 
steel  in  the  two  countries  are  now  close  enough  so  that  before 
long  the  leader  will  be  determined  by  the  duration  of  the  steel 
strike  in  the  United  States  in  any  given  year. 

Growth  and  the  Competition  for  Resources 

Let  us  turn  briefly  to  what  seenas  to  me  to  be  the  explana- 
tion for  these  high  and  persistent  rates  of  growth,    particularly 
in  the  industrial  sector.     I  shall  have  to  over-simplify,    of  course, 
but  it  seems  to  me  that  the  explanation  can  largely  be  found  in 
Soviet  policy  with  respect  to  investment.     Our  studies  of  Soviet 
national  product  and  its  allocation  indicate  that,    except  for  the 
war  years,    there  has  been  a  persistent  practice  of  allocating 
to  investment  a  very  high  proportion  of  total  resources;    high, 
that  is,    when  compared  to  the  experience  in  most  Western  coun- 
tries.    Year  in  and  year  out,    always  excepting  the  war  period, 
the  rate  of  investment  in  the  Soviet  Union  (that  is,    the  propor- 
tion of  total  investment  to  gross  national  product)  has  been  well 
in  excess  of  20  per  cent.     But  that's  not  all.     In  addition  to  a 
high  rate  of  investment,    the  actual  allocation  within  the  invest- 
ment sector  has  been  to  those  industries  that  have  a  high  payoff 
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in  rate  of  growth.     I'm  referring  to  the  ferrous  metallurgical 
industries,    electric  power,    petroleum,    chemicals,    and  so  forth. 
If  one  looks  at  a  pie  chart  showing  investment  allocations  in 
the  Soviet  Union  and  in  the  U.  S.  ,    one  sees  a  significantly  higher 
proportion  of  the  Soviet  total  going  to  those  industries  that  we 
might  characterize  as    "growth  industries. "    In  particular,    com- 
nnercial  and  residential  construction  in  the  Soviet  Union  has  taken 
a  lot  less  relative  to  the  total  than  has  been  the  case  in  the  United 
States,    while  machinery  and  metal  working  have  taken  a  lot  more. 

The  difference  in  investment  policy,    of  course,    rests  in  the 
nature  of  the  economy  itself.     These  decisions  in  the  United 
States,    with  modifications  associated  with  the  netme  of  John  May- 
nard  Keynes  and  others,    are  to  a  large  extent  made  in  the  mar- 
ket place;  they  reflect  time  preferences  of  individuals  and  profit 
estimiates  of  firms.     In  the  Soviet  Union,   both  the  size  of  the  in- 
vestment and  the  direction  of  investment  are  essentially  political 
decisions,    made  at  the  highest  planning  levels,    and  made  with 
a  view  to  keeping  the  rate  of  the  growth  of  the  economy  as  high 
as  possible.     And  this  leads  us,    I  think,    to  a  most  significant 
distinction  be*:ween  the  Soviet  and  American  economies.     I  refer 
to  the  purpose  for  which  the  economy  exists.     I  think  it  can  be 
said  that  by  and  large  the  purpose  of  the  American  economy  has 
been  the  satisfaction  of  consumer  desires,    and  at  this  we  have 
had  no  peer.      The  purpose  of  the  Soviet  economy  appears  to  be 
to  maximize  the  rate  of  growth  over  time,    and  at  that  they  seem 
to  have  excelled. 

It  would  be  misleading  to  conclude  from  this  that  since  we 
are  winning  the  consumption  battle  and  they  the  growth  fight,    we 
can  relax  because  of  a  stalemate.     For  one  thing  growth  seems 
a  good  deal  more  appealing  to  the  uncommitted  areas  than  high 
consumption  (which  indeed  seems  to  be  regarded  as  immoral  in 
many   quarters).     But  more  important,    there  are  strong  inter- 
relationships here.     As  I  will  stress  later,    the  Soviet  standard 
of  living  is  rising,    more  or  less  in  proportion  to  the  growth  of  the 
total  economy,    ajid  if  this  continues  the  gap  in  standards  of  liv- 
ing will  close  rapidly.     This,    it  seems  to  me,    is  why  we  must 
look  closely  at  the  health  of  our  own  economy.     Possibly  a 
doubling  of  our  growth  rate  is  not  compatible  with  the  mainten- 
ance of  our  free  institutions,   but  some  increase  surely  is. 

This  brings  us  to  what  I  suspect  most  people  regard  as  the 
most  interesting  question  of  all.     I  refer  to  the  possibility  that 
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the  rate  of  economic  growth  in  Soviet  industry  can  remain  high 
for  the  more  or  less  indefinite  future.     I  suspect  that  part  of  the 
answer  to  this  lies  in  the  recognition  that  the  high  rate  of  invest- 
ment,   and  the  particular  direction  of  investment  which  we  have 
described  in  preceding  paragraphs,    can  to  all  intents  and  purposes 
continue  so  long  as  the  aim  of  the  Soviet  economy  is  rapid  growth. 
There  is  always  the  possibility  that  diminishing  productivity  of 
capital  will  set  in,    and  indeed  this  appears  to  be  tciking  place. 
But  the  planners  have  been  able  to  offset  this  by  raising  the  rate 
of  investment.     Basically,    then,   the  answer  to  the  question  is 
that  there  is  no  obvious  and  inherent  reason  why  substantial  slow- 
ing down  in  the  Soviet  rate  of  growth  should  be  expected  to  occur. 

But  there  will  be  competition  for  resources;      competition, 
that  is,   from  other  sectors  of  the  Soviet  economy  which  will  make 
it  at  least  questionable  whether  the  growth  sector  will  continue 
to  receive  as  much  favor  as  it  has  in  the  past.     I'd  like  to  discuss 
two  or  three  of  these  comipeting  areas. 

One  is  foreign  aid.     Within  the  last  few  years,   the  Russians 
have  entered  the  foreign  aid  business.     They've  not  done  it  quite 
the  same  way  as  we  have;    in  some  respects  their  performance 
has  been  miore  impressive  than  ours  ajid  in  others  less.     The 
current  rate  of  Soviet  foreign  economic  aid  is  running  something 
like  a  half  billion  dollars  a  year,    well  below  that  of  the  U.  S. 
total.     But  the  Russians  characteristically  concentrate  their  aid 
in  a  few  countries,    and  one  consequence  is  that  the  impact  on 
these  selected  countries  is  perhaps  more  substantial  than  the 
simple  absolute  members  might  indicate.     Another  thing  they  are 
prone  to  do  is  to  concentrate  their  aid  within  a  given  country  on 
those  items  of  capital  investmient  which  have  aspects  of  public 
monuments  about  them.     They  are  rather  likely  to  contribute  to 
the  construction  of  dams  or  other  large  ventures  which  the  public 
can  see  and  associate  with  Soviet  foreign  aid.     They  seem  less 
interested  in  agricultural  assistance  programs  and  other  things 
which  are  less  visible,    though  frequently  more  important. 

Given  the  modest  size  of  Soviet  foreign  aid,    there  is  little 
question  but  what  the  Russians  could  increase  it  substantially 
without  undue  impact  on  their  domestic  economy.     One  wonders 
whether  they  will  do  this,    and  one  wonders  what  the  U.  S.    response 
to  either  the  existing  level  of  Soviet  foreign  aid  or  a  very  much 
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stepped-up  level  ought  to  be.     If  it  be  the  case,    as  we  seem  to 
think,    that  foreign  aid  to  underdeveloped  countries  will  have 
the  result  of  increasing  the  political  stability  of  those  countries, 
then  presumably  an  inflow  of  capital,   from  whatever  source, 
would  contribute  toward  our  own  goals  in  these  areas.     Does  it 
follow  that  we  welcome  the  assistance  of  the  Soviet  Union?     The 
case  of  Cuba  indicates  that  it  can't  be  that  simple.     About  all 
that  does  seem  clear  is  that  in  the  area  of  foreign  aid  we  may 
expect  that  cold  war  conflicts  will  remain  fairly  constant. 

Another  sector  of  the  Soviet  economy  that  is  competing  with 
the  growth  sectors  is  national  defense.      There  is  little  I  can  say 
about  this  except  that  the  Soviet  defense  budget  seems  to  absorb, 
very  roughly,    the  same  proportion  of  GNP  as  does  ours,    and  the 
proportion  has  not  been  increasing,    as  far  as  we  can  tell.     You 
will  realize,    however,    that  the  problem  of  relative  efficiencies 
in  different  parts  of  the  economy  is  most  acute  here,    so  that 
we  have  to  attach  a  good  deal  of  uncertainty  to  this  sort  of  esti- 
mate.    Moreover  there  is  a  real  possibility  that  the  Soviets  may 
be  booking  what  are  in  effect  defense  outlays  under  other  budget 
headings.     There  has  been  in  recent  years,    apparently,    a  fairly 
significant  decrease  in  the  number  of  men  in  uniform  in  the 
Soviet  Union,    and  though  the  impact  of  this  is  probably  minimal 
or  non-existent  on  the  over -all  military  strength  of  the  nation, 
as  Khrushchev  has  insisted,    nonetheless  there  are  interesting 
economic  implications  with  respect  to  the  need  for  a  continually 
growing  civilian  labor  force. 

I  come  now  to  the  third,    and  in  many  respects  much  the  most 
interesting,    of  the  sectors  of  the  economy  competing  for  resources 
with  the  growth  sectors.     I  refer  to  what  has  been  going  on  with 
respect  to  living  standards  in  the  last  few  years.     As  one  would 
suspect,    since  there  has  been  a  great  and  continuing  emphasis  on 
the  heavy  industry  sector  and  a  continuing  maintenance  of  a  siz- 
able nnilitary  establishment,    the  standard  of  living  in  the  Soviet 
Union  has  accordingly  suffered.     If  we  regard  food  and  housing 
as  the  two  most  important  consumer  goods,    I  think  it  is  not  far 
from  the  truth  to  say  that  in  1950,   by  the  time  the  consumption 
levels  had  regained  their  pre-war  status,    consunnption  per  capita 
in  the  Soviet  Union  was  not  substantially  above  what  it  had  been 
in  1913,   before  the  Revolution. 
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Since  1950,    however,    Soviet  consumption  has  continued  to 
grow.     As  pointed  out  earlier,    consumption's  share  of  GNP  has 
not  increased  in  recent  years,    but  consumption  has  shared  ful- 
ly in  the  high  and  sustained  rate  of  over -all  growth.     The  cumu- 
lative result  has  been  a  very  substantial  rise  in  the  standard  of 
living  over  the  past  decade.     As  you  know,    every  American  who 
visited  the  Soviet  Union  in  1956  or  thereabouts  and  revisits  it  novv 
is  impressed  by  the  very  large  visible  evidences  of  real  changes. 
Queues  are  no  longer  so  much  in  evidence;    the  goods  on  the 
shelves  in  the  stores  are  not  only  there,   but  are  of  much  better 
quality   than  they  were;    people  are  dressing  better;  and  above 
all,    of  course,    the  construction  of  housing  is  proceeding  at  a 
tremendous  rate.     Let  me  make  clear  that  the  Russians  have  a 
very  long  road  to  travel  before  they  will  have  a  standard  of  liv- 
ing that  approaches  that  in  the  West.     An  American  cannot  visit 
the  Soviet  Union  without  coming  away  tremendously  depressed 
at  the  lot  of  the  ordinary  civilian.     The  point  is,    however,    that 
the  situation  is  changing,    and  apparently  it  is  changing  fast. 

For  our  story,    perhaps  the  most  important  part  of  this  chang< 
is  what  has  tciken  place  in  housing.     Housing  had,    for  many  de- 
cades,  been  completely,    or  almost  completely,    forgotten,    and 
indeed  even  today  the  number  of  square  meters  available  per  per- 
son is  pitifully  small,   probably  not  larger  than  it  was  30  years 
ago.     The  important  point,    however,    is  that  housing  is  built  on 
a  large  scale,    and  ordinary  Soviet  citizens  in  general  are  not 
only  aware  of  this,   but  all  have  friends  who  have  recently  moved 
into  somie  of  the  new  housing.      The  new  housing  is  nothing  sub- 
stantial or  fancy  by  our  standards,   but  the  major  point  about  it 
is  that  it  holds  out  promise  for  a  family  to  have  its  own  flat, 
with  its  own  bathroom  and  its  own  kitchen,    not  shared  with  any 
other  family.     This  must  be  something  devoutly  to  be  desired,    and 
indeed  one  can  sense  the  great  feeling  of  expectation  about  real 
improvements  in  housing  when  one  talks  to  any  appreciable  num- 
ber of  people  in  the  USSR. 

Improvements  in  the  standard  of  living  have  come  before, 
and  then  something  has  happened  that  has  caused  the  leaders  to 
change  their  policy  once  more  and  go  back  to  austerity.     The 
significant  thing  in  terms  of  the  housing  splurge  that  is  now  going 
on,    it  seems  to  me,    is  the  extent  to  which  the  state  has  committed 
itself  to  continue  with  the  housing  construction  program  until  people 
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are  housed  in  decency  all  over  the  USSR.     I  should  judge  that 
it  would  be  extremely  difficult,    though  of  course  not  impossible, 
for  the  regime  to  reverse  itself  on  this  count;    and  if  this  is  a 
valid  analysis  it  emphasizes  the  long-term  nature  of  the  commit- 
ment for  the  continued  construction  of  housing.      At  the  present 
time,    incidentally,    the  volume  of  housing  construction  is  run- 
ning about  double  what  it  was  a  few  short  years  ago,    and  the 
single  most  impressive  thing  that  a  visitor  to  the  Soviet  Union 
now  sees  is  the  tremendous  volume  of  housing  construction  which 
stretches  in  all  directions  in  most  of  the  larger  cities,    and  for 
all  I  know  perhaps  in  the  smaller  cities  as  well. 

The  importance  for  our  story  is  that  resources  put  into 
housing  — -  cement,    steel,    construction  equipment  services, 
etc.    —  are  not  available  for  what  I  have  earlier  identified  as  the 
growth  sectors.     In  point  of  fact,    as  we  all  know,    housing  is  an 
expensive  way  to  spend  resources.      The  payoff  in  human  comfort 
and  dignity  is  high,   but  the  payoff  in  economic  growth  from 
housing  construction  is  small. 

What  are  we  to  say  about  the  total  impact  of  this  connpe- 
tition  for  resources;    competition,    that  is,    with  the  growth  sec- 
tors?    My  guess  is  that  the  future  will  see  some  decline  in  the 
rate  of  growth  of  Soviet  industry,    partly  as  a  result  of  the  fac- 
tors that  I  have  just  been  discussing,    and  partly  as  a  result  of 
other  factors,    some  of  which  I  will  mention  shortly.      We  have 
already  begun  to  notice  a  peculiar  phenomenon  taking  place.      The 
capital  output  ratios  in  the  Soviet  Union,    both  average  and  mar- 
ginal,   have  been  rising  in  recent  years.     In  part  I  am  sure  that 
this  is  a  result  of  the  greater  emphasis  on  donnestic  housing 
construction,    w^here  capital  output  ratios,    of  course,    are  extreme- 
ly high.     But  this  is  not  enough  of  an  explanation,    and  when  one 
contrasts  the  situation  in  the  Soviet  Union  with  that  in  the  United 
States,  where  capital  output  ratios  have  remained  constant  for 
decades,    one  is  face  to  face  with  a  very  interesting  question,    a 
question,    however,    which  we  unfortunately  do  not  have  time  to 
address  today.    If  these  ratios  continue  to  rise,    it  is  clear  that 
it  will  take  a  greater  and  greater  effort  to  achieve  the  same 
amount  of  growth. 

Another  phenomenon  to  notice,    I  think,    is  what  is  happening 
to  the  labor  supply  in  Soviet  industry.      Two  recent  developments 
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of  interest  may  be  noted.      The  first  is  that  the  wartime  losses, 
in  terms  of  a  low  birth  rate,    are  proving  to  be  tremendously 
high.     Indeed,    some  of  our  research  indicated  that  they  were  so 
high  that  we  were  loath  to  believe  the  results  we  were  getting. 
The  recent  publication,    however,    of  the  census  of  195  9  has  in- 
dicated that  we  were  very  much  on  the  right  track.     In  any  case, 
the  deficit  in  the  population  age  groups  coming  onto  the  labor 
force  is  just  now  becoming  important.     Babies  who  should  have 
been  born  in  the  early  1940 's  would  be  coming  onto  the  labor 
market  about  now.     What  the  demographers  love  to  call  "a  rela- 
tively short  cohort"  is  severely  handicapping  the  labor  recruiters 
in  the  Soviet  cities.      There  has  been  some  tendency  to  explain 
the  demobilization  of  some  of  the  armed  forces  as  a  means  to 
offset  the  impact  of  this  development.     Similarly,    the  recent 
changes  in  education  which  have  resulted  in  shunting  youngsters 
of  15  and  16  into  the  labor  market  rather  than  into  educational 
institutions  is  viewed  as  an  answer  to  this  demographic  deficiency. 

Another,    and  equally  important,    development  is  taking  place 
with  respect  to  the  labor  supply.     For  a  good  many  years  the 
number  of  laborers  ifi  agriculture  has  been  declining  year  by 
year,    so  that  the  cities  have  been  receiving  not  only  the  total 
growth  in  population  of  working  age,    but  also  an  augmentation 
resulting  from  the  decline  in  the  labor  force  on  Soviet  farms. 
This  movement  of  labor  from  the  country  to  the  city  is  of  course 
characteristic  of  any  economy  that  is  developing.     In  recent 
years,    however,    the  movement  seems  to  have  stopped,    and  the 
labor  force  in  agriculture  is  as  large  now  as  it  was  five  years 
ago.     It  is  not  clear  whether  this  tendency    can  be  reversed  so 
that  the  movement  could  be  resumed,   but  if  it  is  not  it  means  a 
further  deficiency  in  the  rate  of  growth  of  the  labor  supply  in 
Soviet  cities. 

It  is  worth  noting  that  these  factors  are  apparently  regarded 
as  being  less  significant  by  Soviet  policy-makers.     A  progres- 
sive shortening  of  the  work  week  was  promised  in  the  seven- 
year  plan  and  in  fact  is  now  taking  place,    the  ultimate  goal  being 
a  seven  hour  day  and  35 -hour  week.      The  planners  seem  confi- 
dent that  the  resulting  loss  of  labor  time  will  be  more  than  off- 
set by  an  increase  in  labor  productivity. 

One  should  be  cautious,    I  think,    and  not  attribute  too  much 
significance  to  these  various  developments.      Every  economy 
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has  its  problems,    and  certainly  one  proceeding  under  forced 
draft  has  more  than  its  share.      The  external  evidence,    however, 
indicates  that  at  least  up  to  now  there  is  little  or  no  tendency 
for  any    substantial  slow-down  in  growth  rates  to  take  place. 
When  we  computed  the  growth  rates  implied  by  the  seven-year 
goals,    that  is  to  say,    the  goals  for  the  plan  ending  in  1965,    we 
discovered  that  the  rates  were  somewhat  lower  than  they  had 
been  in  earlier  plan  periods.     Before  taking  this  as  evidence  of 
a  slow-down  in  the  rate  of  growth,    however,    one  needs  to  wait 
and  see  what  is  likely  to  happen  with  respect  to  the  Seven-Year 
goals.     Indeed,    it  already  looks  as  though  there  is  a  strong  pos- 
sibility that  major  fulfillment  of  the  important  industry  goals 
will  take  place  in  six  rather  than  in  seven  years.     If  this  should 
happen,    the  annual  rate  of  growth  will  not  be  lower  than  it  has 
been  in  the  past. 

Concluding  Comments 

I'd  like  to  conclude  this  paper  with  a  few  observations  on 
some  problems  that  seem  to  be  of  rather  broad  philosophical 
interest  to  economists.     It  is  paradoxical  that  some  of  the  very 
real  problems  that  the  Russians  are  now  facing  have  come  as  a 
result  of  their  generally  successful  achievements.      They  have 
brought  their  economy,    in  a  short  space  of  time,    from  a  primi- 
tive agricultural  one  to  the  second  most  powerful  industrial  nation 
in  the  world  today.     And  if  they  cannot  be  called   "The  Affluent 
Society"  as  yet,    nonetheless  when  the  writer  of  that  estimable 
best -seller  visited  the  Soviet  Union  18  months  or  so  ago,    there 
seemed  some  danger  that  he  might  produce  another  best- seller 
comparing  the  United  States  and  the  Soviet  Union,    and  it  was 
perhaps  not  completely  inappropriate  that  a  colleague  of  mine 
suggested  that  the  title  of  this  book  might  be    "The  Confluent 
Societies. " 

But  affluence  has  brought  some  problems  with  it.     Planning 
is  rather  simple  when  it's  a  matter  of  picking  out  a  few  lead 
commodities,    emphasizing  them,    and  pulling  the  rest  of  the  econ- 
omy along  as  you  force  the  rapid  growth  of  the  selected  few. 
Today  the  Russians  have  opportunities  for  more  choices,    and 
the  size  of  the  input- output  table  that  they  must  have  to  consider 
each  time  they  sit  down  for  a  planning  session  staggers  the 
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imagination.      There  has  been  great  interest  on  the  part  of 
economists  outside  as  to  how  the  planning  is  actually  done,    how 
the  balances  are  reconciled,    and  how  consistencies  are  built 
into  the  system.     It's  interesting  to  note  that  Gosplan,    which 
does  this,    has  been  the  most  difficult  of  all  for  foreigners  to 
penetrate,    and  it's  my  belief  that  there's  been  no  visit  by  an 
American  economist  or  economists  to  the  Gosplan  itself.     We 
have  noted,    of  course,    a  very  great  interest  in  some  of  the  newer 
techniques  in  economics,    and  when  Wassily  Leontief  visited  the 
Soviet  Union  summer  before  last,    he  was  received  as  a  hero  for 
having  pressed  forward  in  the  general  field  of  input-output  and 
linear  programming,    and  he  a  Russian  too.     There  is  an  intel- 
lectual ferment  going  on  now  among  economists,    a  ferment  to 
be  sure  that  has  not  reached  very  far  down  into  the  profession 
as  yet.     But  it  is  clear  that  linear  programming,    econometrics 
in  general,    and  some  others  of  the  new  fads  in  economics  are 
being  pursued  with  diligence  by  many  of  the  leading  economists 
in  the  Soviet  Union.     Indeed,    one  wag  has  said  that  the  great 
hope  for  the  West  is  that  Soviet  planners  will  embrace  linear 
programming ! 

The  word  "rationality"  has  now  become  semi- applicable  to 
the  management  of  the  Soviet  economy.     We  watched  with  interest 
a  couple  of  years  ago  when  industry  was  apparently  decentralized, 
and  we  began  to  wonder  whether  we  might  actually  see  the  Lange- 
Lerner  model  put  into  action.     We  didn't,    of  course,    and  at  least 
up  to  now  there  has  been  no  real  release  of  control,    nor  attempt 
to  decentralize  the  control  to  a  price  system  designed  to  mini- 
mize or  to  maximize,    let  alone  to  optimize.     But  these  things 
are  at  least  being  talked  about,    and  this  is  sonnething  new. 

What  should  be  said  in  conclusion?     We  have  learned  much 
about  the  Soviet  economy  since  econonnists  began  serious  study 
of  it  a  decade  or  more  ago.      We  have  much  more  to  learn.     If 
our  current  understanding  has  general  validity,    we  have  in  the 
Soviet  Union  an  adversary  whose  economy  is  growing  at  a  rapid 
rate  and  promises  to  continue  to  do  so.     It  seems  almost  crystal 
clear  that  we  have  to  accommodate  somehow  to  this  development. 
Just  how  is  not  so  clear,    but  the  world  is  going  to  look  nnore  and 
more  at  the  economic  performance  of  East  and  West,    and  the 
relative  growth  rates  of  the  two  will  be  perhaps  the  most  signi- 
ficant indicator  of  all. 


II.    ECONOMICS  AND  TECHNOLOGY: 
THE  CASE  OF  SOVIET  STEEL 

M.    Gardner  Clark* 

For  several  months  the  Soviet  Union  has  produced  more 
steel  than  the  United  States.      This  may  be  why  I  have  been  asked 
to  prepare  a  paper  on  economics  and  technology  in  the  Soviet 
iron  and  steel  industry. 

Soviet  industrial  economists  are  steeped  in  knowledge  of 
"Western  technology.     My  talk  adds  up  to  a  plea  that  American 
economists  pay  closer  attention  to  technological  process  in  key 
Soviet  industries.     This  is  too  important  a  task  to  be  left  to  the 
handful  of  specialists  on  the  Soviet  economy.      Those  of  you  who 
are  not  specialists  in  the  Soviet  field,   but  know  more  about 
American  industry,    may  be  better  qualified  to  do  the  job. 

The  second  theme  of  this  paper  is  that  Soviet  steel  techno- 
logists are  economically  oriented  and  very  cost  conscious.      Cost 
ratios  and  the  relative  supply  of  the  factors  of  production  point 
the  way  for  Soviet  technological  developments.      This  approach 
has  met  with  outstanding  success,    and  technological  progress 
has  alleviated  serious  shortages  of  capital  and  raw  materials 
that  threatened  to  hold  back  the  development  of  the  Soviet  iron 
and  steel  industry. 

Six  years  ago  when  I  wrote  the  introduction  to  a  monograph 
on  the  economics  of  Soviet  steel  I  apologized  because:     "Some 
readers  may  be  bothered  by  what  may  seem  to  be  an  excessive 
preoccupation  with  technical  problems.     Unfortunately,    this 
writer  knows  no  way  of  sidestepping  technical  problems  when  they 
appear.     So  far  as  the  development  of  the  Soviet  iron  and  steel 
industry  is  concerned,    sulphur  and  ash,    zinc  and  iron  content 
are  inescapable  facts  of  life.     One  cannot  leave  them  out  of  the 
analysis  if  he  wants  it  to  bear  any  relation  to  the  realities  of  the 
Soviet  economy." 


*I  should  like  to  thank  George  Staller  for  several  helpful 
criticisms  of  this  paper. 
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In  the  saxne  vein  I  noted  that  "The  speed  with  which  Soviet 
engineers  are  introducing  Western  and  particularly  American 
inventions  is  spectacular  and  goes  far  to  explain  the  rapid  ex- 
pansion of  Russian  steel  production."^ 

Nevertheless,    in  retrospect,    I  must  now  admit  that  I  seriouS' 
ly  under- estimated  Soviet  technological  prowess.     Although  I  did 
stress  Soviet  technological  improvements  in  productivity  as  a 
substitute  for  capital  investment,    I  failed  to  anticipate  their  out- 
standing technical  success  in  beneficiation  of  low  grade  ores  as 
a  substitute  for  limited  supplies  of  high  grade  raw  materials. 
This  technological  break-through  opened  up  wide  vistas  for  the 
developnnent  of  the  Soviet  iron  and  steel  industry  and  satellite 
industries  in  Eastern  Europe. 

My  underestimate  of  Soviet  technological  prowess  and  its 
economic  implications  came  to  my  attention  during  two  trips  to 
the  Soviet  Union  in  195  7  and  1958.     In  May  195  7  I  accompanied 
John  M.   Montias  on  a  two-day  visit  to  the  new  Nowa  Huta  iron 
and  steel  plant  in  Poland.     We  saw  the  last  word  in  Soviet  steel 
mill  engineering  and  equipment,    which  was  remarkably  similar 
to  that  of  the  new  Fairless  Works  of  United  States  Steel.     But  we 
were  not  impressed  by  its  organization  and  managennent  and 
resulting  labor  productivity,    which  amounted  to  only  one-fifth 
that  of  its  American  counterpart. 

I  was  impressed  a  few  weeks  later  by  the  number  and  appar- 
ent zeal  of  the  students  and  staff  of  the  Stalin  Institute  of  Steel  in 
Moscow,    but  I  was  systematically  refused  permission  to  visit 
Soviet  steel  plants,   visiting  instead  some  other  industrial  plants 
and  collective  farms.      The  farms  were  incredibly  inefficient  by 
American  standards.^ 


Evaluations  on  the  Basis  of  First- Hand  Observations 

Then  in  195  8  I  had  the  unprecedented  opportunity,    as  a  member 
of  a  delegation,    to  observe  the  technical  attainments  of  the  Soviet 
steel  industry  through  the  eyes  of  a  group  of  outstanding  American 
experts.     I  subsequently  had  the  task  of  editing  the  delegation's 
book-length  report.    Steel  in  the  Soviet  Union,  published  in  1959 
by  the  American  Iron  and  Steel  Institute.      This  was  a  magnificent 
chance  to  evaluate  my  own  conclusions  about  the  development 
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of  Soviet  steel  and  to  find  out  where  it  stood  in  comparison  to 
American  technical  achievements.^ 

It  is  necessary   to  divide  the  industry  into  its  major  branches 
in  order  to  make  meaningful  technical  comparisons.      The  Amer- 
ican delegation  accordingly  was  divided  into  teams  reporting  on 
particular  branches,    and  I  shall  try  to  reflect  the  findings  of 
these  expert  teams  about  the  uneven  performance  of  the  major 
branches  of  the  Soviet  iron  and  steel  industry. 

The  most  important  branch  from  the  viewpoint  of  capital 
invested  and  manpower  ennployed  is  steel  rolling  and  finishing. 
Therein  the  Soviets  are  clearly  inferior,    not  only  in  quality  of 
product  and  plant  layout  and  equipment,    but  also  in  the  techni- 
cal skill  and  the  size  of  their  operating  and  maintenance  crews. 
In  fact,    as  far  as  I  was  able  to  ascertain,    there  was  not  one 
scrap  of  technical  knowledge  that  our  delegation  was  able  to  pick 
up  from  observing  Soviet  rolling  and  finishing  operations. 

It  is  worth  noting,    however,    that  an  economic  factor  permits 
the  Soviets  to  obtain  higher  annual  production  rates  than  com- 
parable American  rolling  mills  usually  obtain.     Orders  are  al- 
located by  the  State  Planning  Committee  in  Moscow  to  each  mill 
on  an  annual  basis  for  various  types  of  products.      These  alloca- 
tions are  subject  to   "minor  adjustments"  quarterly.     Such  practice 
permits  the  mills  to  roll  large  tonnages  of  various  products  on 
eachmill  rolling  cycle.      The  mills  can  roll  individual  sections 
until  the  rolls  are  worn  out,    resulting  in  a  minimum  of  down  time 
for  changing  the  rolls.  * 

A  second  important  branch  in  which  we  observed  a  Soviet 
technical  lag  was  iron  ore  mining.     In  all  of  the  mining  operations 
that  the  delegation  observed  from  the  edge  of  Outer  Mongolia  to 
the  Western  Ukraine  Soviet  iron  mining  was  less  efficient  than 
equivalent  operations  in  the  United  States.     Despite  considerable 
mechanization,    production  per  employee  was  below  that  in  the 
United  States.      The  Soviets  were  well  aware  of  their  relative 
lack  of  technical  knowledge  and  their  technically  inferior  equip- 
ment,   with  the  exception  of  one  type  of  very  fast  Soviet  pneumatic 
drill.  ^ 

The  third  main  branch  in  which  we  observed  a  clear-cut 
Soviet  technological  lag  was  in  certain  important  aspects  of  steel 
smelting  (the  conversion  of  pig  iron  and  scrap  into  ingot  steel). 
Much  of  the  Soviet  ingot  steel  would  not  meet  the  high  American 
standards  of  product  quality.      This  reflects  in  part  the  lack  of 
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know-how,    which  Soviet  engineers  are  anxious  to  overcome, 
but  it  also  reflects  the  fact  that  very  little  Soviet  steel  is  required 
for  the  production  of  highly  finished  durable  consumer  goods. 
"They  care  little  for  how  something  looks,    so  they  leave  steel 
rough  and  unfinished  where  it  isn't  necessary  to  finish  it,    but 
their  basic  production  is  sound,  "  commented  one  official.  ^ 

About  7  per  cent  of  the  total  Soviet  steel  is  smelted  in  electric 
furnaces,    and  they  have  not  had  the  same  priority  status  as  open 
hearth  steels.      Consequently  the  technical  status  of  their  equip- 
ment is  clearly  inferior  to  that  found  in  the  better  American 
electric  steel  plants. 

Not  all  aspects  of  Soviet  steel  smelting  are  lagging,    however, 
over  90  per  cent  of  Soviet  steel  is  smelted  in  open  hearth  furnaces. 
'In  general,    observations  of  open  hearth  operations  in  the  plants 
visited  left  the  delegation  with  the  impression  that  practices  in  the 
Soviet  Union  compare  favorably  with  efficient  American  practices. 
Precautions  taken  to  insure  uniform  and  continuous  operation  of 
the  primary  unit,    the  furnace,    by  the  selection  and  preparation 
of  charge  materials,    furnishing  ample  servicing  equipment  to 
avoid  delays,    the  use  of  basic  refractories,    good  maintenance 
of  furnaces  and  equipment,    and  intensive  training  of  personnel, 
both  supervisory  and  labor,    were  outstanding."^ 

The  whole  world's  steel  industry  is  rapidly  adopting  the 
oxygen  convertor  process  of  steel  smelting,    and  the  Russians  are 
apparently  adopting  this  Austrian  invention  more  rapidly  than  we 
are,    simply  because  their  steel  production  capacity  is  currently 
expanding  at  a  more  rapid  rate.® 

A  fourth  important  branch  of  the  iron  and  steel  industry  is 
coke  manufacture.  Soviet  coke  plants  and  coke  manufacturing 
practices  are  on  a  par  with  those  of  the  United  States. 

Continuous  casting  is  a  spectacular  technological  development 
that  does  not  fit  into  the  conventional  branches  of  production.     It 
was  first  introduced  in  Western  non-ferrous  metallurgy.     It  ob- 
viates the  installation  of  expensive  big  blomming  mills,    and  ap- 
pears to  be  economical  for  certain  products  when  output  is  too 
small  to  keep  a  blooming  mill  operating  at  high  capacity.      British 
steelmakers  have  been  following  Soviet  developments  in  contin- 
uous casting  very  closely  since   1956,    and  are  now  installing  units 
that  benefit  from  Soviet  pioneering  production  experiences  in  this 
field.  ^ 
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A  fifth  inaportant  branch  and  one  in  which  the  Soviets  have 
made  notable  technical  progress,    is  beneficiation  of  low  grade 
ores  to  raise  iron  content  and  otherwise  improve  the  performance 
of  blast  furnaces  in  the  manufacture  of  pig  iron.      This  technical 
success  has  paid  off  handsomely,    and  made  me  revise  my  opin- 
ions about  the  prospects  for  the  location  and  development  of  the 
Soviet  and  satellite  iron  and  steel  industries.  ^^ 

Throughout  the  trip  the  use  of  strong,    self-  fluxing  sinter 
was   stressed  as  the  most  important  factor  contributing  to  the 
outstanding  performiance  of  Soviet  blast  furnaces.     Finely  divided 
iron  ore  or  dust  is  burned  on  open,    moving  belts  to  form  hard, 
lumpy  agglomerate  or  sinter.     If  crushed  limestone  is  added 
during  the  sintering  process  limestone  need  not  be  charged  in 
lump  form  into  the  blast  furnace,    and  the  sinter  becomes    "self- 
fluxing."    Russia  is  far  ahead  of  the  United  States  in  the  use  of 
sinter.     In  1957  sinter  comprised  about  60  per  cent  of  the  total 
furnace  feed  in  the  USSR,    and  nine-tenths  of  it  was  self- fluxing. 
Our  leading  research  people  have  advocated  for  some  time  the 
use  of  more  sinter,    but  the  recent  rush  of  the  American  steel 
industry  to  build  sinter  plants  was  stimulated  by  the  spectacular 
results  our  delegation  observed  in  the  USSR. 

Economic  necessity  is  the  mother  of  technical  invention. 
The  Russians  were  forced  into  large-scale  sintering  by  the  com- 
plete exhaustion  of  high-grade  iron  ore  deposits  at  Magnitogorsk 
in  the  Urals  and  into  beneficiation  of  quartzites  by  the  imminent 
exhaustion  of  high-grade  ore  supplies  at  Krivoi  Rog  in  the  Ukraine. 

The  Ukraine  has  enormous  reserves  of  iron  quartzites,    very 
much  like  the  taconites,    which  in  the  United  States  are  taking  the 
place  of  our  disappearing  high  grade  ore  in  Minnesota.      The  suc- 
cessful solution  of  the  very  difficult  technological  problenas  of 
beneficiating  and  agglomerating  taconite  has  tremendous  economic 
implications  for  the  prospective  location  and  development  of  the 
American  iron  and  steel  industry.     American  taconite  plants  were 
built  on  the  basis  of  three  decades  of  experimentation  and  on 
experience  obtained  over  several  years,    using  pilot  plants  equipped 
with  full-scale  production  nn.achines.      We  agglomerate  the  pro- 
duct in  the  form  of  marble-like  pellets. 

The  Russians  agglomerate  in  the  form  of  sinter  in  their  first 
"taconite"  plant,    called  UGOK,    at  Krivoi  Rog.     It  was  put  into 
operation  at  about  the  same  tinae  as  American  taconite  plants. 
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and  in  1957  treated  10  nnillion  net  tons  of  Soviet  "taconite"  and 
made  six  million  net  tons  of  sinter.     UGOK  was  built  in  accor- 
dance with  designs  and  laboratory  tests  prepared  at  technical 
institutes  in  Leningrad.     Without  the  benefit  of  pilot  plant  ex- 
perience they  proceeded  directly  to  construct  and  put  into  oper- 
ation the  plant  costing  about  $250  million.     Four  more  such 
taconite  plants  are  completed  or  under  construction  in  the  area 
of  Krivoi  Rog. 

The  sixth  branch  that  I  should  like  to  mention  is  the  manu- 
facture of  pig  iron  in  the  blast  furnaces.      Our  trip  confirmed 
what  the  British  and  Canadians  had  told  us  on  the  basis  of  pre- 
vious visits,    that  the  Russians  are  pre-eminent  in  the  blast 
furnace  field.  ^^ 

On  the  eve  of  his  departure  for  the  USSR  a  menaber  of  the 
American  delegation  was  talking  to  a  prominent  American  engi- 
neer who  had  helped  the  Russians  install  their  American-designed 
blast  furnaces  at  Magnitogorsk.      The  delegate  told  the  engineer 
that  the  Russians  claimed  to  be  producing  2200  tons  a  day  from 
furnaces  that  the  Americans  had  designed  for   1100  tons,    and 
that  this  had  been  accomplished  without  enlarging  the  furnace 
volume.     Furthermore,    the  Russians  claimed  to  have  cut  their 
furnace  crews  to  half  what  they  had  been  in  the  late   'thirties. 

"Don't  believe  a  word  of  it,  "  replied  the  American  who  had 
installed  the  furnaces.      "The  Russians  are  the  world's  biggest 
liars.      Twenty-two  hundred  tons  would  be  about  40  per  cent  more 
than  the  best  American  furnaces  of  that  size  are  producing  in  the 
United  States  today."    So  when  we  visited  Magnitogorsk  the  dele- 
gate paid  particular  attention  to  the   "1100  ton"  furnaces,    and 
found  that  they  were  in  fact  producing  2200  tons  a  day.^^ 

An  incident  related  by  the  late  Earle  C.    Smith,    who  was 
Chief  Metallurgist  and  Director  of  Research  for  the  Republic 
Steel  Corporation,    will  further  illustrate  Soviet  technical  accom- 
plishments in  blast  furnace  operations: 


But  our  immediate  urgent  requirement  is  to  know 
our  existing  equipment  and  what  it  is  capable  of  pro- 
ducing.    An  event  that  occurred  a  few  years  ago  illus- 
trates this  point.     In  October   195  7  —  two  days  before 
the  first  Sputnik  rocketed  into  orbit  —  I  toured  our 
Chicago  plant  with  Dr.    Ivan  P.    Bardin,    deputy  director 
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of  the  Soviet  Academy  of  Science  and  a  recognized 
authority  on  steelnnaking.      Dr.    Bardin  wanted  speci- 
fically to  see  a  large  electric  furnace  in  operation, 
but  I  took  advantage  of  his  visit  to  ask  him  for  his 
estimate  of  what  our  Chicago  blast  furnace  could 
produce  going  full  tilt.     He  studied  the  furnace  a  bit, 
asked  the  usual  blast  furnace  questions  about  blower 
capacity,   kind  of  coke  available  and  so  forth,    and 
then  confidently  said:    "Seventy-five  thousand  tons 
in  any  cool-weather,    31 -day  month." 

His  response  had  the  effect  of  a  shock,    since 
the  best  we  were  getting  from  the  furnace  was  ap- 
proximately 54,  000  tons  a  month.      When  I  told  the 
plant  managers  what  Dr,    Bardin  had  said,    they 
shook  their  heads  in  disbelief  and  felt  he  must  either 
have  been  exaggerating  for  innpression's  sake,    or 
else  was  overrated  in  his  knowledge  of  furnaces. 
Nevertheless,    they  agreed  to  take  some  of  his  sug- 
gestions and  go  at  the  production  of  this  furnace 
w^ith  renew^ed  energy. 

In  the  months  that  followed,    I  visited  steel  plants 
in  Russia,    England  and  Germany.      Thus  it  was  about 
a  year  later  —  upon  my  return  from  Europe  —  that 
I  asked  the  Chicago  people  what  kind  of  production 
they  were  getting  fronn  the  furnace.      "Not  75,000 
tons  a  month,  "  I  was  told. 

"That  isn't  what  I  asked  —  what  did  you  get?" 

"Seventy-four  thousand  five  hundred  ninety- 
two  tons  in  October,  "  was  the  reply. ^ 


Reasons  for  Soviet  Technological  Progress  and  Shortcomings 

What  are  some  of  the  reasons  for  the  spectacular  Soviet 
technical  progress  that  we  observed  in  the  Soviet  iron  and  steel 
industry?     Any  economist  at  this  meeting,    I  am  sure,    could  talk 
for  hours  about  the  disadvantage  of  socialized  industry  in  the 
bureaucratic  Soviet  environment,  compared  to  the  drive,    the  flexi- 
bility and  the  myriad  of  other  advantages  favoring  efficiency  in  our 
system  based  on  free  private  enterprise.      What  requires  explana- 
tion is  why  the  Soviets  are  doing  so  well  in  spite  of  their  obvious 
handicaps? 

One  reason  appears  to  be  the  highly  developed  cost-conscious- 
ness of  all  ranks  of  Soviet  managerial  and  technical  personnel, 
and  their  awareness  of  the  big  impact  of  technical  improvements 
on  unit  production  costs.      They  do  not  need  to  be  reminded  of  the 
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economic  basis  for  technical  change.      Our  conversations  with 
thenn  often  proceeded  in  the  following  vein:    "...  a  one  per  cent 
decrease  in  silica  content  will  lower  the  production  cost  of  pig 
iron  from  five  to  seven  rubles  per  metric  ton  by  decreasing  coke 
and  limestone  consumption  and  by  increasing  production.      De- 
creasing the  silica  content  in  concentrates  by  one  per  cent  will 
increase  the  cost  of  beneficiation  by  only  0.1  to  0,5  rubles  per 
metric  ton.      Thus  the  improvement  in  the  grade  of  concentrate 
is  a  very  important  goal."     To  clinch  the  point  I  cite  the  follow- 
ing conclusion  appearing  in  the  delegation's  report: 

The  thoroughness  with  which  the  Russians  analyze 
their  problems  is  impressive.      At  Krivoi  Rog,    for  ex- 
ample,   they  displayed  detailed  investigations  of  the  min- 
eralogy and  concentrating  characteristics  of  the  ore. 
These  were  accompanied  by  detailed  studies  of  costs 
which  would  result  from  concentrating  the  ore  to  dif- 
ferent grades  of  product.     However,    the  Russians  do 
not  stop  there.      They  make  a  complete  technical  and 
economic  analyses  of  all  the  processes  involved,    in- 
cluding mining,    concentration,    agglomeration,  a,nd 
production  of  pig  iron  in  blast  furnaces.      Not  only  oper- 
ating costs  but  capital  costs  and  production  capacities 
are  considered  in  this  evaluation,  the  final  criterion 
being  the  overall  cost  of  production  of  pig  iron.     An 
interesting  conclusion  reached  by  such  study  in  Krivoi 
Rog  showed  that  recovery  of  finely  disseminated  mag- 
netite from  ore  mined  by  open  pit  methods  was  more 
economical  in  making  hot  metal  than  direct  shipping 
ores  mined  on  a  large  scale  in  the  area.      The  reason 
is  that  the  concentrate  is  about  five  to  six  per  cent 
higher  in  iron  content.      The  decrease  in  estimated 
coke  and  stone  consumption  and  increased  producti- 
vity more  than  offset  the  higher  cost  of  producing 
concentrates.^* 

Two  of  the  members  of  the  American  delegation  found  such 
thoroughness  impressive,    because  they  had  been  trying  unsuc- 
cessfully for  years  to  get  their  own  companies  to  make  such  com- 
plete technical  and  economic  analyses.      This  cost-consciousness 
may  have  been  sharpened  in  recent  years  by  two  administrative 
decrees,    one  of  which  took  the  secrecy  wraps  off  the  publication 
of  detailed  cost  data,    and  the  other  of  which  keyed  the  receipt  of 
bonuses  by  managerial  and  technical  personnel  to  meeting  planned 
costs. 
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The  latest  data  on  unit  costs  of  production  of  iron  and  steel 
products  in  the  United  States  were  published  in  abbreviated  form 
in  the  early  1920 's.      Even  these  figures  were  given  only  in  very 
broad  cost  categories.     As  Bela  Gold  puts  it,     "Sound  thinking 
about  industrial  cost-price  relationships  has  been  seriously  handi- 
capped by  the  secrecy  which  necessarily  veils  individual  company 
data  and  by  the  striking  scarcity  of  research  dealing  with  manufac- 
turing cost  at  more  broad  levels.     As  a  result,    businessmen  and 
economists  have  been  forced,    in  dealing  with  immediate  problems 
of  policy,    to  bridge  over  these  factual  voids  with  an  array  of 
assumptions."  A  recent  Soviet  book,  ^^  by  contrast,    is  packed  with 
data  on  production  costs  and  the  cost  of  shipping  products  to  pri- 
mary markets.      The  American  delegation's  report  provides  the 
technical  and  economic  data  needed  to  understand  this  pattern  of 
Soviet  production  costs. 

Two  books  by  another  Soviet  econonaist  carry  on  the  cost  anal- 
ysis in  much  greater  detail:    D.  L.    Maizel's  Organizatsiia,    plani- 
rovanie  i  finansirovanie  kapitalnogo  stroitel'stva  v  chernoi 
metallurgii  (Organization,    Planning  and  Financing  Capital  Con- 
struction in  the  Iron  and  Steel  Industry),    Moscow  1957;    and  his 
Sebestoimost'  chernykh  metallov  (Costs  of  Iron  and  Steel),    Moscow 
1958.      We  are,    therefore,    in  the  interesting  position  of  having 
both  detailed  costs  and  price  data  as  well  as  technical  information 
about  a  key  Soviet  industry,    but  we  lack  the  corresponding  data 
about  any  Western  steel  industry,    which  we  need  as  a  basis  for 
comparison. 

Another  Soviet  advantage  is  heavy  emphasis  on  research. 
The  Russians  told  us  that  three  per  cent  of  the  gross  receipts  of 
the  iron  and  steel  industry  were  spent  on  research  and  training. 
This  is  a  much  larger  share  than  any  American  iron  and  steel 
company  spends  on  research       I  know  of  one  company  that  was 
spending  about  three  per  cent  of  its  net  receipts  on  research,    and 
even  less  on  training. 

The  flavor  of  this  emphasis  on  research  and  how  it  is  organ- 
ized and  put  into  operation  is  best  conveyed  by  the  following  pas- 
sage from  our  report: 

Soviet  technical  personnel  met  by  the  delegation 
seemed  very  competent  and  extremely  well  informed. 
They  know  not  only  all  the  details  of  operations  of  their 
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own  plants  but  American  and  European  practices  as 
well.     One  certainly  gains  an  impression  that  they 
are  diligently  studying  all  the  available  technical  lit- 
erature to  find  new  and  better  ways  of  doing  things. 
In  this  they  are  greatly  assisted  by  the  State  techni- 
cal services  which  abstract,    translate  and  distribute 
foreign  technical  literature.     Each  major  plant  and 
research  institute  has  on  its  permanent  staff  English 
language  translators  and  abstractors. 

The  proportion  of  engineers  to  workmen  in  Rus- 
sian beneficiation  plants  is  nnuch  higher  than  in  the 
USA.     At  Magnitogorsk  the  total  number  of  men  em- 
ployed at  the  beneficiation  plant  is   1,  300.     Of  these, 
97  are  engineers  and  technologists.     In  the  larger 
producing  centers  the  technical  and  operating  person- 
nel of  the  plant  are  backed  up  by  the  personnel  and 
facilities  available  at  local  technical  institutes,   who 
act  as  consultants  to  the  project  and  carry  out  special 
investigations.     Similar  help  can  be  obtained  from 
any  technical  institute  in  the  USSR  which  happens  to 
specialize  on  the  particular  problem  important  to 
the  management  of  the  plant.     The  abundance  of  tech- 
nical talent  results  in  good  control  over  the  operations. 

The  development  of  new  projects  is  handled  by 
various  technological  institutes,    two  of  which,    the 
Mechanobrs,    in  Leningrad  and  Sverdlovsk,    were 
visited.      The  institutes  are  fully  equipped  for  conduct- 
ing investigative  work,    not  only  on  iron  but  non- 
ferrous  ores  as  well.      They  are  staffed  with  highly 
competent  personnel.      The  functions  of  such  institutes 
are  to  develop  new  projects,    to  outline  metallurgical 
processes  to  be  used  in  beneficiation,  and  to  develop 
a  basic  schenne  of  treatment  involving  the  specifi- 
cation and  basic  layout  for  all  equipment  to  be  used. 
Moreover,    the  institute  has  to  estinnate  plant  and 
operating  costs. 

The  basic  flow  sheet  and  equipment  layout  developed 
by  the  technological  institute  goes  to  institutes  special- 
izing in  mechanical  design  for  detailing.      The  technical 
institutes  also  have  teams  of  specialists  who,    when  a 
new  plant  is  built,    are  sent  out  to  assist  in  putting  it 
into  operation.      They  are  also  available  for  temporary 
assignments,    and  to  conduct  special  investigations. 
The  delegation  was  told  of  a  portable  pilot  plant  which 
contains  all  the  elements  of  beneficiation  and  which 
can  be  moved  from  place  to  place  as  desired.^ 
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New  technological  ideas,    whether  borrowed  or  developed 
by  the  Soviets,    are  rapidly  introduced  in  the  production  process. 
"Central  technical  direction  has  been  well  accepted  at  the  plants 
and  appears  to  have  paid  off  in  the  results  obtained.      This  is  in- 
dicated by  the  fact  that  the  same  good  practices  were  found  in 
all  of  the  plants  visited."^  ^ 

I  cannot  stress  too  much  the  eagerness  of  Soviet  technicians 
to  learn  from  whatever  source  useful  ideas  may  come.      They  do 
not  discriminate  by  political  coloration  when  they  assidously 
pick  other  people's  brains.     Since  no  one  country  has  a  monopoly 
of  technical  leadership,    one  country,    like  the  USSR,    can  even- 
tually surpass  the  technical  level  of  a  more  advanced  country, 
like  the  U.S.,    without  doing  any  original  pioneering,    provided 
its  rival  does  not  believe  it  is  worth  while  to  be  equally  assiduous 
in  learning  from  the  outside  world. 

But  much  more  alarming  was  our  discovery  that  Russian 
steel  technologists  are  now  pushing  ahead  on  the  frontiers  of  re- 
search and  development.      There  is  no  serious  technical  problena 
that  they  face  in  the  immediate  future  that  they  cannot  solve  on 
their  own  initiative  and  with  their  own  resources. 

In  this  paper  I  have  compared  American  and  Russian  techni- 
cal accomplishments  by  stages  of  the  production  process.     I 
could  have  chosen  to  compare  factor  utilization  in  order  to  demon- 
strate the  interplay  between  economics  and  technology.      This  was 
nay  approach  in  a  recent  study  of  labor  productivity  in  selected 
European  iron  and  steel  plants.     I,    of  course,    found  that  the 
United  States  has  much  higher  output  per  man  than  Western  Europe, 
Eastern  Europe  and  the  USSR.      This  approach  highlighted  the 
particular  branch  of  technological  know-how  which  is  prinnarily 
responsible  for  our  superior  labor  productivity,    namely  industrial 
engineering. 

In  Europe  industrial  engineering  is  still  held  in  low  repute, 
and  with  one  notable  exception,    the  European  steel  plant  managers 
appear  to  be  unaware  of  the  key  role  of  industrial  engineering. 
The  exception  is  an  Italian  steel  plant,    in  which  the  American- 
trained  industrial  engineers  play  a  vital  role,    and  whose  output 
per  man  is  higher  than  any  steel  plant  I  have  heard  of    outside  tne 
United  States.     This  fact,    however,    has  not  escaped  the  keen  eyes 
of  the  Russians,    who  are  now  putting  heavy  stress  on  the  acquisi- 
tion of  American  know-how  in  industrial  engineering.^® 
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Importance  of  Soviet  Technological  Success 

As  economists  we  naturally  tend  to  do  those  things  which 
we  are  trained  to  do.     We  have,    therefore,    done  a  magnificent 
job  of  pointing  out  shortcomings  in  Soviet  statistics,    irration- 
alities in  their  resource  allocation,    and  so  forth.     We  are  also 
well  aware  of  the  importance  of  the  volume  and  direction  of  in- 
vestment and  other  phenomena  that  fall  within  our  fields  of  com- 
petence.    But  not  one  of  us,    or  all  of  us  together,    are  able  to 
evaluate  the  technological  progress  that  may  have  occurred  re- 
cently in  many  branches  of  Soviet  industry.     In  steel,    at  least, 
it  has  tremendously  improved  the  industry's  rate  of  development 
and  prospects  for  the  future.     The  only  way  for  us  economists 
to  find  out  what  is  going  on  is  to  team  up  with  engineers  and 
technical  specialists  who  have  an  interest  in  what  is  happening 
in  their  special  fields  in  the  Soviet  Union. 

Soviet  technological  progress  not  only  is  vital  to  our  under- 
standing of  the  Soviet  economy,   but  also  is  important  per  se, 
regardless  of  what  we  think  of  it  from  an  economic  point  of  view. 
Let  us  remind  ourselves  that  the  primary  goal  of  Soviet  leader- 
ship is  not  to  become  the  world's  most  affluent  society,   but  the 
world-wide  triumph  of  communism  based  on  Soviet  national  power. 
A  strong,    rapidly  expanding  and  technically  advanced  Soviet  steel 
industry  can  be  a  key  to  that  power. 

The  military  implications  are  obvious,   but  not  all  of  us  may 
be  fully  aware  of  what  we  face  in  the  competition  for  world  tech- 
nological leadership.     The  Soviet  steel  industry  has  been  very 
effectively  training  steelworkers  from  underdeveloped  countries, 
aided  by  its  massive  training  facilities.     The  Soviets,    furthermore, 
use  techniques  that  private  American  firms  cannot  afford.     For 
example,    a  Soviet  and  Polish  steel  plant  exchange  blast  furnace 
crews.     After  a  period  of  training  the  Polish  crew  takes  over  full 
operation  of  a  multi-million  dollar  Soviet  blast  furnace,    and  com- 
petes with  the  Soviet  furnace  crews  alongside.      The  Soviet  crew 
in  the  Polish  plant  takes  over  one  of  the  blast  furnaces  and  im- 
proves its  operation  in  competition  with  Polish  crews  on  adjacent 
furnaces.     I  wager  that  no  more  effective  training  methods  ever 
have  been  devised. 
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In  195  8  we  talked  to  Indians  being  trained  in  the  USSR  for 
the  new  steel  works  under  construction  by  the  Soviets  at  Bhilai. 
The  late  Earle  Smith,    a  member  of  our  delegation  to  the  USSR, 
subsequently  visited  the  Bhilai  plant.     In  the  opinion  of  many 
people,    Earle  Smith  had  as  good  first-hand  knowledge  of  the 
world's  steel  industry   as  any  other  American.      When  we  econ- 
omists sharpen  our  pencils  and  sit  down  to  ferret  out  the  myriad 
shortcomings  of  the  Soviet  economic  system,    we  should  ponder 
for  a  moment  what  he  had  to  report.     I  close  with  the  observa- 
tions of  Earle  Smith: 

My  principal  reason  for  making  the  trip  was  to 
see  w^hat  kind  of  plant  the  Russians  would  build  in  In- 
dia.    What  I  saw  did  not  diminish  my  respect  for  Rus- 
sian steel-making  potential.      The  Bhilai  plant  was 
better  designed  for  continued  production  than  any  steel 
plant  I_ have  seen  in  either  the  United  States  or  Russia 
proper.     By  the  time  we  visited  there,    it  was  already 
exceeding  planned  output  of  quality  product.      The 
Russian  performance  in  construction  was  outstanding  — 
so  good,    in  fact,    that  they  delivered  the  components 
for  the  plant,    all  meticulously  numbered  and  identi- 
fied,   even  before  the  foundations  were  completed. 

This  was  an  uncommon  performance  by  uncom- 
mon men. 

Uncommon,    too,    were  the  young  Russian  experts 
who  were  instructing  Indian  workmen,    not  through 
interpreters,    but  in  their  Hindu  tongue. 

And  this  is  the  theme  of  my  sermon  here  today,  .  .  . 
the  serious  problem  we  in  the  American  steel  industry 
face  in  seeing  to  it  that  men  of  uncommon  brilliance, 
spirit  and  initiative  do  not  pass  us  by.^^ 
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ECONOMIC  RELATIONS  BETWEEN  THE  SOVIET  UNION 
AND  COMMUNIST  CHINA 

Walter  Galenson* 

The  emergence  of  controversy  within  the  communist  bloc 
is  undoubtedly  one  of  the  momentous  events  of  our  time.     Why 
should  two  great  nations  with  fundamentally  similar  political 
goals  engage  in  a  bitter  logomachy  over  issues  which  are  dif- 
ficult even  to  define?     Is  it  really  a  matter  of  a   "hard"  versus 
a  "soft"  line  toward  the  Western  powers?     Are  the  Chinese 
communists  so  much  more  prepared  than  the  Russians  to  en- 
gage in  military  adventures  which  promise  only  a  very  uncertain 
return? 

There  is  one  aspect  of  intra-bloc  relationships  that  has  re- 
ceived surprisingly  little  attention,    and  that  may  in  fact  provide 
a  major  clue  to  the  nature  of  the  split  behind  the  facade  of  world 
communist  unity.     It  is  generally  believed  that  econonnic  relations 
between  Russia  and  Eastern  Europe,    on  the  one  hand,    and  China, 
on  the  other,   have  been  a  relatively  unimportant  factor  in  the 
overall  picture.      This  is  at  least  my  reading  of  Western  comment 
on  the  subject.     But  after  reviewing  the  relevant  literature,    I 
have  come  to  the  conclusion  that  economics  may  be  as  important 
as  politics  in  helping  to  explain  some  of  the  coolness  that  has 
characterized  recent  Sino-Soviet  relationships. 

We  miay  have  been  misled,    in  my  estimation,    by  the  belief 
that  Soviet  economic  assistance  to  China  has  been  essentially 
costless  to  the  Russians.     The  prevailing  view  is  well  summed 
up  in  a  paper  submitted  to  the  Joint  Economic  Committee  by  the 
Central  Intelligence  Agency  in  June,    I960,    in  which  the  following 
observation  is  made:    "The  Soviet  support  for  Communist  China's 
forced  industrialization  program  has  not  been  of  any  significant 
cost  to  the  USSR.  ...  It  is  not  impossible  that.  .  .  priority  contributions 
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to  China's  industrialization  have  been  of  some  cost  to  the  Soviet 
econonny  by  hindering  the  equipment  of  programmed  Soviet  in- 
dustrial expansion.     In  view  of  the  rapid  expansion  of  the  Soviet 
industrial  base  in  recent  years,    however,    it  is  not  believed  that 
the  shipment  of  machinery  and  equipment  to  Communist  China 
has  represented  any  significant  drain  on  Soviet  industrial  growth."^ 

The  question  is:    What  does  one  mean  by  a  "significant  drain" 
on  Soviet  resources?     By  how  much  must  Soviet  growth  have  been 
slowed  down  so  that  the  impact  can  no  longer  be  regarded  as 
trivial?     Opinions  may  differ  on  the  relative  magnitudes,    of 
course,    and  I  have  no  way  of  knowing  on  what  estimates  the  quoted 
statement  was  based.      The  very  rough  and  tentative  calculations 
offered  below,    however,    do  suggest,    at  the  very  least,    that  the 
matter  is  an  arguable  one,    and  is  worthy  of  very  careful  examination. 

Those  who  have  looked  at  the  question  from  the  Chinese  side 
have  also  tended  to  take  the  position  that  since  Soviet  aid  to  China 
in  the  form  of  loans  has  been  relatively  unimportant,    China  has 
made  all  the  sacrifices  and  Russia  none.     Professor  F.  H.  Mah 
recently  wrote:     "[This]  brief  account  of  Soviet  loans  and  Com- 
munist China's  foreign  trade  brings  home  the  fact  that  generally 
speaking,    external  sources  of  financing  during  the  first  plan 
period  were  very  limited  indeed.      The  Chinese  Communists  had 
to  pay  for  what  they  got  from  the  outside."^     Li  Hsiennien,    the 
Chinese  finance  minister,    observed:    "Except  for  some  low- 
interest  loans  given  to  China  by  the  Soviet  Union  in  the  early  years 
of  the  People's  Republic,    the  financial  assistance  has  mainly 
taken  the  form  of  exchange  of  goods  through  equal  and  mutually 
beneficial  business  transactions.      The  figures  over  the  past  ten 
years  show  that  foreign  loans  made  up  only  2  per  cent  of  our 
total  national  revenue  and  they  were  all  raised  in  the  early  years 
of  the  People's  Republic.      Funds  for  our  construction  come  in  the 
naain  from  internal  accumulation,    that  is,    on  self-support." 

No  one  will  quarrel  with  the  generalization  that  Soviet  aid 
to  China  has  been  crucial  to  Chinese  industrialization.      That  it 
has  constituted  a  substantial  drain  on  Soviet  resources,    and  has 
perceptibly  slowed  down  the  rate  of  Soviet  industrial  growth,    is 
a  much  more  difficult  proposition  to  establish.     Khrushchev  is 
reported  to  have  complained  to  East  European  leaders  that   "China 
is  milking  us  dry,  "     and  perhaps  he  was  not  speaking  idly. 


34  Study  of  the  Soviet  Economy 

In  examining  the  question,    I  propose  first  to  set  out  briefly 
the  character  of  Sino-Soviet  economic  relations  during  the  past 
decade.      Then  I  will  consider  the  impact  of  these  relationships 
on  the  Soviet  economy.      The  concluding  section  raises  the  ques- 
tion of  Soviet  versus  Chinese  growth. 

Sino-Soviet  Aid  and  Trade 

Soviet  assistance  to  Communist  China  in  the  form  of  loans 
has  not  been  generous,   by  any  standard.      To  the  best  of  our 
knowledge,    there  have  been  only  two  loans  of  an  economic   (as 
distinct  from  a  military)  character:    a  loan  of  $300  million  in 
1950,    payable  in  instalments  of  $60  million  a  year  during  the 
years   1950  to  1954,    at  a  one  per  cent  rate  of  interest,   with  re- 
payment to  be  made  in  ten  yearly  instalments  beginning  in  1954; 
and  a  loan  of  520  million  rubles  in  1954,    the  terms  of  which  were 
never  made  public.^     It  is  believed  that  both  loans  were  exhausted 
by  195  7,    the  year  that  marked  the  end  of  the  first  Chinese  five 
year  plan.^ 

The  total  of  these  two  loans,    1.72  billion  rubles   ($430  million 
at  a  four  to  one  ruble-dollar  rate),    is  certainly  not  large  when 
measured  against  the  gross  national  product  of  the  Soviet  Union, 
which  was  estimated  at  1,  286  billion  rubles  for  the  year  1955 
alone, ^     If  we  assume,    for  example,    that  the  burden  of  the  loan 
was  distributed  evenly  over  the  eight  years   1950-1957,    then  the 
Russians  would  have  devoted  something  on  the  order  of  .02  per 
cent  of  each  year's  national  product  to  aid  their  Chinese  allies.® 
It  is  this  kind  of  calculation  which  has  led  to  the  conclusion  that 
the  Chinese  aid  program  was  of  little  economic  consequence  to 
the  Soviet  Union.     Viewed  from  the  Chinese  side,    it  is  estimated 
that  Soviet  loans  financed  only  about  1.  5  per  cent  of  state  capital 
investment  during  the  first  five  year  plan;    or  in  other  terms, 
only  11.2  per  cent  of  imported  machinery  and  equipment.^ 

It  should  be  added  that  the  Russians  also  provided  substantial 
technical  assistance  to  China.     Premier  Chou  En-lai  stated  that 
between  1949  and  1959,    some   10,800  Soviet  experts  had  worked; 
in  China,    plus  an  additional  1,500  from  other  bloc  countries.^*' 
From  195  1  to  1957,    6,500  Chinese  students  attended  Russian 
universities,    and  7,  100   Chinese  technicians  were  trained  in 
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Soviet  industrial  enterprises.^^    The  Chinese  also  received  from 
the  Russians  a  considerable  number  of  blueprints  for  machinery 
and  equipment,    and  a  great  deal  of  additional  technical  informa- 
tion.     The  financial  aspects  of  technical  assistance  have  not 
been  revealed. 

It  is  not  in  outright  financial  or  technical  assistance,  but 
rather  in  the  realm  of  commodity  trade,  that  the  real  signifi- 
cance of  Sino-Soviet  economic  relationships  must  be  sought. 
The  trade  statistics  from  1950  to  1959  are  shown  in  Table  1. 
Until  1955,  Russia  was  sending  more  goods  to  China  than  she 
received  in  return,  the  difference  presumably  being  financed 
mainly  by  loans.  After  1955,  China's  repayment  of  the  loans 
was  reflected  in  her  favorable  balance  of  trade  with  Russia. 


Table  1.     Chinese- Soviet  Trade,    1950-1959 
(millions  of  rubles) 


Soviet  exports    Soviet  im-     Excess  of  Excess  of 

Year  to  China  ports  from    Soviet  exports  Soviet  imports 

China over  imports     over  exports 


1950 

1,552.8 

765.1 

787.7 

1951 

1,913.7 

1,325.0 

588.7 

1952 

2,216.9 

1,655.0 

561.9 

1953 

2,790.3 

1,898.9 

891.4 

1954 

3,037.1 

2,313.4 

723.7 

1955 

2,993.4 

2,574.0 

419.4 

1956 

2,932.1 

3,056.9 

124.8 

1957 

2,176.4 

2,952.5 

776.1 

1958 

2,536.0 

3,525.0 

989.0 

1959 

3,818.3 

4,401.1 

582.8 

Sources: 

1950-1958, 

Oleg  Hoeffding, 

,    Sino-Soviet  Economic 

Relations 

in  Recent  Y 

ears.    The 

RAND  Corporation,    August 

26,    I960, 

p.    10;    1959 

',    Far  Eas 

tern 

Economic  Review,    Sep- 

tember  29,    I960,    p.    715. 
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In  1959,    17.5  per  cent  of  all  Soviet  exports  went  to  China, 
and  21.6  per  cent  of  all  imports  came  from  China.     On  the  other 
side,    the  share  of  the  Soviet  bloc  in  Chinese  foreign  trade  was 
about  64  per  cent  of  the  total  in  1958,    and  perhaps  70  per  cent 
in  1959.^^     Bloc  trade  was  obviously  of  greater  importance  to 
China  than  to  Russia,   but  nonetheless,    China  emerged  as  Russia' 
major  trading  partner.      Table  2  shows,    for  comparative  pur- 
poses,   Chinese  trade  with  non-bloc  countries  in  1950  and  1959, 
and  serves  to  emphasize  the  tremendous  importance  to  China 
of  trade  with  the  Soviet  Union. 


Table  2.  Chinese  Trade  With  Selected  Non-Comnmunist 
Countries,    1950  and  1959  (millions  of  rubles) 


1950  1959 

Country Exports Imports Exports         Imports 


Great  Britain 

40.2 

115.6 

220.8 

277.6 

West  Germany 

12.6 

22.0 

264.8 

514.8 

Switzerland 

71.4 

54.2 

66.4 

140.0 

France 

45.5 

58.6 

64.8 

159.2 

Belgium 

20.4 

30.0 

34.8 

134.0 

Japan  152.8  78.5  76.4  14.8 

India  5.6  29.2  40.8  76.0 


Sources:    1950,    Yu.    N,    Kapelinski,    et.  al.,    Razvitiie  ekonomiki 
i  vneshneekonomicheskikh  sviazei  Kitaiski  Narodnoi  Respubliki, 
Moscow,    1959,    p.   433;    1959,    Far  Eastern  Economic  Review, 
September  29,    I960,    p.    714  (converted  from  dollars  to  rubles 
at  a  one  to  four  ratio). 


Mutual  Advantage  and  the  Communist  Value  System 

International  trade,    the  text  books  tell  us,    is  generally  to 
the  mutual  advantage  of  the  countries  engaging  in  it,    ensured  by 
one  of  the  oldest  theorems  of  economics,    the  law  of  comparative 
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advantages.     But  when  the  trade  is  talcing  place  between  two 
countries  which  identify  welfare  with  rapid  industrial  growth, 
this  need  not  necessarily  be  the  case,    despite  equality  in  the 
balance  of  payments.     Never  mind  whether  this  seems  a  sensible 
goal  to  us;    in  attempting  to  assess  Russian  and  Chinese  reaction 
to  a  set  of  economic  policies,    we  naust  do  so  within  the  frame- 
work of  their  value  system.      This  is  particularly  true  if  we  want 
to  draw  political  conclusions  from  economic  events. 

Rapid  industrial  growth  on  the  Russian  model,    as  Norman 
Kaplan  has  shown,    involves  single-minded  concentration  on  in- 
vestment in  heavy  industry,  that  is,    coal  and  metal  mining,    iron 
and  steel  manufactures,    chemicals,    and  the  whole  complex  of 
what  the  British  call  the  engineering  trades.      The  Russians  fol- 
low the  practice  of  dividing  their  industrial  output  into  two  cate- 
gories,   A,    producers'  goods,    and  B,    consumers'  goods.      Their 
policy  has  been  to  maximize  the  former,    leaving  to  the  latter  the 
minimum  necessary  to  keep  the  consumer  quiescent.      The  pro- 
portion of  group  A  goods  rose  from  39.  5  per  cent  of  total  indus- 
trial output  in  1928  to  71.8  per  cent  in  1959.^^ 

The  Chinese  are  following  the  Russian  pattern  closely.     In 
195  8,    5  7.3  per  cent  of  total  industrial  output  was  devoted  to  means 
of  production,    a  sharp  increase  over  the  37.3  per  cent  during 
195  3,    the  first  year  of  the  plan.      The  figure  is  likely  to  rise  still 
more  as  the  absolute  volume  of  production  rises,    to  judge  by  in- 
vestment data;    in  1958,    for  example  87.4  per  cent  of  all  invest- 
ment went  into  heavy  industry.^* 

China,    at  the  outset  of  her  first  five  year  plan,    had  neither 
the  technology  nor  the  industrial  capacity  to  create  the  kind  of 
enterprises  that  lead  to  rapid  development.     In  195  2,    no  power 
generating  equipment  at  all  was  being  produced.      The  output  of 
electric  motors  was  minute,    and  the  total  horsepower  of  power 
machinery  production  was  35,000    (compared  with  2  million  in 
195  8).      Even  basic  industrial  nnaterials  were  in  short  supply; 
1952  steel  output  was  only  1.3  million  tons,    and  oil  production, 
436,000  tons.^^ 

What  the  Russians  were  willing  to  do  —  and  this  is  the  crux 
of  the  argument  •—  was  to  sell  to  the  Chinese  precisely  those 
goods  which  were  most  conducive  to  the  stimulation  of  growth, 
and  to  take  in  return  goods  with  a  low  growth-inducing  potential. 
Russian  trade  represented  for  the  Chinese  a  quick  and  easy 
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method  of  converting  consumer  into  producer  goods.     For  the 
Russians,    Chinese  trade  meant  a  forced  transfer  of  resources 
from  growth  to  consumption,    to  the  extent  that  they  were  not 
able  in  turn  to  reallocate  their  resources   (and  I  shall  argue 
that  they  were  not  in  any  significant  degree).      The  Russian  con- 
sumer may  have  been  better  off,   but  the  Russian  leadership, 
engrossed  in  a  race  with  the  United  States,   was  probably  none 
too  happy  —  and  it  is  the  leadership  which  makes  political  decisions, 

During  the  first  Chinese  five  year  plan,    the  Russians  claim 
to  have  rendered  major  assistance  to  China  in  the  construction  of 
260  large  industrial  enterprises,^^    156  of  which  are  identified  in 
Table  3.     In  195  7,    some  5  7  per  cent  of  Chinese  steel  production, 
and  50  per  cent  of  the  coal,    came  from  the  Soviet- constructed 
enterprises,    which  absorbed  51.5  per  cent  of  total  industrial 
investment  during  the  first  plan.     Soviet-produced  equipment 
constituted  50  to  70  per  cent  of  the  total  equipment  cost  of  these 
enterprises.^^     To  put  it  simply,    the  Chinese  put  up  the  buildings, 
with  the  aid  of  Russian  engineers,    and  the  Russians  sent  in  and 
installed  most  of  the  machinery. 

Table  3.     Large  Chinese  Industrial  Enterprises  Built  With 
Soviet  Assistance,    1953-1957 


Industry  Number  of  Enterprises 

Iron  and  steel  (Anshan,  Wuhan,    Paotow)                            3 

Non-Ferrous  metals  18 

Electric  power  stations  24 

Machinery  63 

Coal  27 

Oil  2 

Chemicals  5 

Drugs  and  pharmaceuticals  2 

Paper  1 

Other  11 


156 


Source:  Feng-Ewa  Mah,  "The  First  Five- Year  Plan  and  Its  Inter- 
national Aspects,  "  in  C.  F.  Remer,  International  Aspects  of  Com- 
munist China,    Ann  Arbor,    1959,    p.    90. 
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This  is  quite  clear  from  a  breakdown  of  Sino-Soviet  trade 
statistics.     In  1959,    63  per  cent  of  all  Chinese  imports  from  the 
Soviet  Union  consisted  of  machinery  and  equipment,    with  an  ad- 
ditional 11  per  cent  devoted  to  transportation  equipment,    a  like 
annount  to  petroleum  products,    and  3  per  cent  to  rolled  steel. 
Some  67  per  cent  of  the  machinery  imports  was  in  the  form  of 
complete  plants  rather  than  individual  machines.      This  propor- 
tion had  been  even  higher  in  previous  years  77  per  cent  in 

1957,   for  example.     A  Soviet  publication,    with  considerable 
justification,    stressed  the  significance  of  this  type  of  assistance 
in  the  following  terms: 

"Of  particularly  great  importance  for  the  development  of 
the  economy  of  the  Chinese  People's  Republic  is  the 
fact  that  the  Soviet  Union  and  the  European  people's 
democracies  supplied  China  with  complete  equipment 
for  basic  heavy  industrial  projects   (metallurgy,    ma- 
chinery, chemicals,    oil  refining,    electric  stations, 
mines,    ore  refineries)  and  also  for  some  enterprises 
of  light  industry  (for  example,    large  sugar  and  paper 
mills).      Complete  shipments  from  brother  countries 
was  of  the  highest  significance  for  China  in  the  strug- 
gle for  rapid  creation  of  the  material-technical  base 
of  socialism. 

The  shipment  of  whole  complexes  of  equipment  for 
large  industrial  enterprises  greatly  eased  for  China 
the  process  of  industrial  construction,    for  it  secured 
the  introduction  within  a  very  brief  period  of  industrial 
establishments  of  great  capacity,    employing  the  most 
advanced  technology.     It  is  particularly  important 
that  the  equipment  was  supplemented  with  technical 
assistance  by  the  suppliers,    reflected  in  all  aspects 
of  the  structures  for  which  the  equipment  was  designed."^' 

The  nomenclature  of  the  imported  equipment  reads  like  a 
lexicon  of  heavy  industrial  machinery;    for   1959,  325  diesel  elec- 
tric generators,    305  stationary  diesel  engines,    1,940  tons  of  roll- 
ing mill  equipment,    141  oil  drills,    149  hoisting  machines,    950 
locomotives,   49  crushing  mills,    etc.      Without  imports  from  the 
Soviet  Union,    there  would  have  been  no  Chinese  five  year  plan. 

There  are  some  interesting  contrasts  between  the  first  Rus- 
sian and  Chinese  five  year  plans  in  this  respect.  During  its  first 
five  year  plan,    China  imported  about  half  of  all  the  machinery 
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and  equipment  it  put  into  place,    and  practically  all  of  the  heavy 
and  complicated  equipment.     Most  of  the  equipment  was  new  and 
modern.      The  Soviet  Union,    on  the  other  hand,    imported  only 
about  14  per  cent  of  the  machinery  that  was  put  in  place  during 
its  first  five  year  plan.     It  had  a  more  developed  industrial  base 
than  China  to  start  with,    though  most  of  its  existing  equipm.ent 
was  antiquated,    dating  from  before  the  First  World  War.     The 
Chinese  had  the  advantage  of  lower  capital- output  ratios  as  a 
result  of  technological  progress.     It  has  been  pointed  out  by  both 
Chinese  and  Russian  economists,    for  example,    that  the  same 
investment  in  a  blast  furnace  will  yield  twice  as  much  pig  iron 
today  as  thirty  years  ago.^° 

Chinese  Requirements  and  the  Soviet  Investment 
in  Growth  Goods 

When  we  come  to  the  impact  of  Sino-Soviet  trade  on  the  Soviet 
economy,    the  matter  is  much  more  complicated.     As  a  preliminary 
to  the  consideration  of  this  issue,    we  can  cite  a  few  statements 
from  authoritative  Soviet  sources.     One  says:    "The  development 
of  widespread  trade  relations  with  the  Chinese  People's  Republic 
creates  great  and  complex  problems  for  Soviet  industry  and 
foreign  trade.     More  than  a  thousand  industrial  enterprises  in  the 
USSR,    in  which  over  one  million  people  are  employed,  are  en- 
gaged in  filling  orders  for  the  Chinese  People's  Republic.  "^^ 
The  willingness  of  the  Russians  to  deliver  equipment  quickly  has 
been  commented  on  as  follows:    "The  Soviet  Union  gave  immediate 
assistance  through  speedy  production  of  equipment  ordered  by 
China.     For  example,    in  order  for  the  Wuhan  iron  and  steel  com- 
bine to  begin  the  production  of  pig  iron  on  October   1,    195  8,    the 
Ural  Electrical  Equipment  Factory  filled  the  order  for  a  hoisting 
crane  aggregate  and  sent  the  finished  product  to  China  not  in  the 
fourth  quarter  of  195  8,    as  had  been  agreed,    but  in  June,    195  8.  ..  . 
Notwithstanding  the  fact  that  one  of  the  most  important  parts  for 
the  blast  furnace  No.  1  at  Wuhan  was  ordered  from  the  Soviet 
Union  in  May,    195  8,    it  was  delivered  to  the  customers  as  early 
as  August.  "^^ 

The  real  question,    of  course,    is  whether  the  Russians  were 
able  to  shift  resources,    either  through  realignment  of  domestic  faciL 
ities  or  through  foreign  trade,    to  prevent  the  Chinese  requirements 
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from  impinging  on  their  own  contemplated  investment  in  growth 
goods.      This  is  an  enormously  complicated  question,    and  no 
definitive  answer  can  be  forthcoming  without  a  very  detailed 
analysis  of  the  Soviet  economy.     However,    there  are  some  plaus- 
ible arguments  suggesting  that  in  fact,    the  Russians  were  not 
able  to  effect  a  reallocation  of  resources  on  any  substantial  scale, 
and  were  forced  to  give  up  some  growth. 

When  the  Russians  began  exporting  to  China  on  a  large  scale, 
they  were  already  producing  to  the  limit  of  their  capacity.      There 
were  neither  idle  men  nor  machines  to  meet  the  new  requirements. 
Factories  capable  of  turning  out  heavy  equipment  cannot  be  built 
overnight,    and  even  for  expansion  of  existing  facilities,    a  con- 
siderable lead  time  would  normally  be  required. 

If  the  Russians  could  have  foreseen  a  large,    continuing  de- 
mand for  specific  commodities,    they  might  have  added  the  Chinese 
requirements  to  their  own  and  expanded  their  facilities  accord- 
ingly.    But  the  Chinese  were  apparently  unwilling  to  be  drawn  in- 
to the  bloc  Council  of  Economic  Mutual  Aid,    which  would  have 
facilitated  a  closer  integration  of  the  Chinese  economiy  with  those 
of  the  other  communist  nations.     As  Hoeffding  observed,  "The 
fluctuating  development  of  Sino-Soviet  trade  in  recent  years  — 
even  granted  full  willingness  on  both  sides  to  enter  into  long  term 
arrangements  —  was  not  amenable  to  prediction  and  planning 
over  long  periods,    nor  even  really  subject  to  short-term  planning. '*^^ 

Trade  between  Russia  and  China  has  been  conducted,    in  recent 
years,    on  the  basis  of  annual  agreements,    despite  Russian  efforts 
to  conclude  longer  term  agreements.     Moreover,    the  actual  volume 
of  trade  has  tended  to  exceed  the  protocol  commitments  by  sub- 
stantial amounts.      The  Russian  desire  to  curb  the  expansion  of 
the  China  trade  has  apparently  been  frustrated  by  the  importunate 
demands  of  the  Chinese  for  heavy  equipment  to  facilitate  their 
rapid  industrialization.     Knowledge  that  the  Chinese  are  strain- 
ing every  sinew  to  make  themselves  an  autarkic  nation,    and  their 
reluctance  to  commit  themselves  beyond  the  very  short  run,    does 
not  make  for  a  propitious  background  against  which  an  expansion 
of  basic  production  facilities  can  be  planned.      To  make  matters 
even  worse,    it  is  not  unlikely  that  the  fulfillment  of  fluctuating 
Chinese  demands  has  involved  the  Russians  in  additional  losses 
through  idling  existing  capacity  which  may  at  times  have  been 
deprived  of  scarce  equipment  and  naaterials. 
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There  is,    therefore,    good  reason  to  believe  that  the  shift- 
ing of  domestic  resources  is  a  much  more  complicated  matter 
in  the  real  world  than  is  usually  assumed  in  economic  theory. 
It  is  all  very  well  to  talk  about  substituting  machinery  plants  for 
sugar  beet  mills,   but  when  one  considers  in  detail  what  is  in- 
volved,  it  appears  unlikely  that  there  will  be  any  real  substitu- 
tion except  on  the  basis  of  expected  continuing  demand.     Certainly 
the  Chinese  requirements  of  the  past  five  years  do  not  fit  into 
this  category  of  demand. 

The  second  point  to  be  considered  is  whether  the  Russians 
could  not  have  reallocated  resources  through  foreign  trade,    as 
the  Chinese  did.     Would  it  not  have  been  possible  for  them  to 
sell  the  goods  they  received  from  China,    or  substitute  commodi- 
ties,   in  return  for  machinery  and  equipment? 

In  point  of  fact,    Russia  was  a  heavy  importer  of  capital  goods 
throughout  the  past  decade.     In  1958,    machinery  and  equipment 
was  imported  to  a  value  of  4.  26  billion  rubles,    compared  with 
1.3  billion  rubles  of  machinery  exports  to  China.     However,    when 
one  looks  behind  the  aggregates,    it  is  not  at  all  clear  that  sub- 
stitution actually  did  occur.     In  1958,   for  example,    Russia  sent 
China  1,108  stationary  dies  el  engines,    and  imported  2  90,    almost 
all  from  Czechoslovakia.     Some  43.6  million  rubles  worth  of  oil 
drilling  equipment  was  sent  to  China,   balanced  by  only  4.6  million 
rubles  of  imports.     Eighty  per  cent  of  Soviet  machinery  imports 
in  195  8  came  from  the  Eastern  European  sattelites.      These  coun- 
tries were  exporting  to  China  as  well  as  to  Russia.     If  it  were 
simply  a  question  of  the  Russians  importing  machinery  as  a  sub- 
stitute for  that  which  they  sent  to  China,    it  would  have  been  logi- 
cal to  ship  directly  from  Eastern  Europe  to  China.     Russian 
machinery  imports  from  Eastern  Europe,    I  suspect,    would  have 
been  substantially  the  same  in  the  absence  of  the  Chinese  export 
program. 

Some  twenty  per  cent  of  Soviet  machinery  imports  in  1958 
came  from  outside  the  bloc:    ship  equipment,    paper  machinery, 
and  special  chemical  machinery,    mainly  from  Finland  and  West 
Germany.     Why  did  the  Russians  not  seek  to  expand  this  trade 
in  order  to  replace  their  machinery  shipments  to  China? 

One  of  the  major  obstacles  was  undoubtedly  the  embargo  on 
the  shipment  of  strategic  goods  to  China  invoked  by  the  U.  S. 
Battle  Act  of  1951,    and  implemented  by  the  Consultative  Group 
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Coordinating  Committee  in  Paris.      China  was  effectively  cut  off 
from  the  inaportation  of  most  heavy  equipment  from  the  West, 
both  directly  and  through  the  intermediation  of  other  communist 
nations. 

But  even  had  there  been  no  embargo,    it  is  not  at  all  certain 
that  the  pattern  of  trade  would  have  been  substantially  different, 
that  China,    either  directly  or  through  Russia,    would  have  bought 
heavily  in  the  West.     One  problem  was  the  character  of  Chinese 
exports.      The  commodities  sent  to  the  Soviet  Union  consisted 
largely  of  foodstuffs,    textiles,    and  manufactured  consumer  goods, 
which  would  have  presented  formidable  marketing  problems  in 
such  countries  as  Japan  and  Great  Britain,    for  example.      The 
Russians  claim  that  both  they  and  the  other  bloc  countries  facili- 
tated the  Chinese  export  drive  by  making  special  marketing  arrange- 
ments.    For  example,    the  Chinese  had  been  exporting  processed 
egg  products  to  Britain  and  other  Western  countries,    and  sending 
only  fresh  eggs  to  the  Soviet  Union.      When  the  Western  market 
contracted,    Russian  food  factories  converted  to  the  use  of  pro- 
cessed eggs.     "For  a  series  of  goods,    the  export  of  which  from 
China  or  the  use  in  the  USSR  required  special  measures  or  large 
capital  outlays,    the  Soviet  and  Chinese  foreign  trade  organizations 
concluded  long  term  agreements  through  which  the  costs  were  met."^* 

The  important  factor  is  that  the  Russians  were  willing  to  bar- 
ter machinery  for  consumer  goods.      They  might  in  turn  have 
dumped  the  consumer  goods  in  world  markets  and  picked  up  ma- 
chinery in  exchange.     But  this  would  undoubtedly  have  been  a 
costly  process,    and  it  is  not  at  all  certain  that  the  Russians  could 
have  secured  the  equipment  they  wanted.      The  past  decade  was 
one  of  high  investment  in  the  West.     Producers  would  not  have 
been  disposed  to  give  priority  to  Chinese  or  Russian  customers 
in  view  of  the  uncertainty  of  long  term  trade  prospects.     Moreover, 
Western  manufacturers  are  not  geared  to  the  shipment  of  whole 
new  factories,    so  important  an  element  in  the  Sino-Soviet  trade  picture, 

Whether  the  Russians  did  in  fact  reexport  imports  from  China, 
or  whether  they  reduced  the  importation  of  consumer  goods  from 
other  countries  by  the  amount  received  from  China,    is  something 
which  cannot  be  determined  from  data  alone;    one  would  have  to 
have  access  to  Soviet  decision-makers  to  learn  the  answer. 
Soviet  foreign  trade  statistics  do  seem  to  indicate,    however,    that 
such  imports  from  China  as  soy  beans,    meat  and  milk  products, 
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cotton  cloth,    silk,    and  clothing  were  not  reexported  on  any  sub- 
stantial scale.     Moreover,   before  the  emergence  of  China  as 
Russia's  most  important  trading  partner,    the  Russians  imported 
precious  little  in  the  way  of  consumer  goods.     One  may  surmise 
that  the  Russian  authorities  merely  followed  the  line  of  least 
resistance;    once  they  had  the  consumer  goods  which  the  Chinese 
sent,    they  distributed  thena  rather  than  attempting  to  convert 
them  into  capital  goods.     The  Soviet  consumer  received  an  un- 
expected and  welcome  bonus,    but  the  rate  of  industrial  investment 
was  slowed. 

The  terms  on  which  Sino- Soviet  trade  was  conducted  might 
provide  a  clue  to  Soviet  reallocation  possibilities,   but  unfortunately, 
we  have  little  information  on  this  subject.      Trading  prices  were 
fixed  on  the  basis  of  world  market  prices  prevailing  in  1950;    "for 
subsequent  years  they  remained  stable,    in  general,    although 
there  was  no  impediment  to  the  readjustment  of  prices  for  parti- 
cular goods  when  the  parties  found  this  necessary."^     Whether 
and  to  what  extent  readjustment  was  found  necessary  has  never 
been  revealed. 

There  are  both  Chinese  and  Soviet  statements  to  the  effect 
that  Russian  machinery  was  priced  low.     A  Chinese  source  stated 
that  "prices  on  various  machinery  items,    imported  from  the  Soviet 
Union  was  20-30  per  cent  lower,    and  sometimes  even  30-60  per 
cent  lower,    than  prices  of  analogous  equipment  on  British  and 
American  markets,"^       a  claim  echoed  in  a  Soviet  textbook  on 
the  Chinese  economy .^^     In  a  frictionless  world,    it  is  very  doubt- 
ful whether  Russia  would  be  the  best  supplier  of  capital  goods 
for  China,    or  the  best  market  for  consumer  goods,    and  in  this 
sense,    China  could  ideally  have  done  better  elsewhere.     But  given 
things  as  they  are,    a  statement  by  the  Chinese  minister  of  foreign 
trade  that  the  Soviet  Union  gave  China  a  fair  deal  on  prices  is 
probably  not  far  from  the  mark.     Since  the  Chinese  had  no  alter- 
native to  buying  from  the  Russians,    the  latter  could  have  exacted 
harsh  terms,   but  once  having  decided  to  make  the  economic  sac- 
rifice entailed  in  filling  the  Chinese  requirennents,    this  would 
only  have  served  to  embitter  the  Chinese  and  would  not  have  made 
political  sense. 

There  is  in  my  opinion,    considerable  warrant  for  the  view 
that  Soviet  machinery  and  equipment  exports  to  China  represented 
a  net  deduction  from  Soviet  industrial  investment,    and  a  forced 
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conversion  of  investment  to  consumption.     Further  research 
might  reveal  that  the  Soviet  planners  were  more  ingenious  than 
I  have  given  them  credit  for  in  preventing  this  transfer,   but  I 
have  a  strong  suspicion  that,    paradoxically,    Chinese  industriali- 
zation has  meant  that  the  Russian  consumer  lived  better  in  the 
last  decade  than  he  otherwise  might  have.      The  next  decade  is 
another  matter. 

Before  attempting  to  evaluate  with  more  precision  the  impact 
of  Chinese  trade  upon  Soviet  economy,    a  few  words  about  Russian 
technical  assistance  are  in  order.     The  Chinese  have  probably 
paid  salaries  and  maintenance  to  the  Russian  technicians  who 
worked  in  China,    but  this  does  not  mean  that  there  was  no  cost 
to  the  Soviet  Union.      The  withdrawal  of  scientists,    engineers, 
and  skilled  workers  from  Soviet  factories  meant  that  for  the 
period  of  their  absence  the  Soviet  economy  was  losing  a  return 
on  an  investment  in  human  resources.     If  the  people  sent  were 
of  first  rate  quality,    the  sacrifice  could  have  been  substantial. 
We  have  only  to  picture  how  much  the  detailing  of  technical  people 
to  work  abroad  has  cost  the  United  States,    or  how  much  the  im- 
portation of  key  Europeans  has  meant  to  us.      There  is  a  multiplier 
effect  in  the  contribution  of  highly  trained  labor  which  is  not  ade- 
quately reflected  in  its  cost.     As  a  top  Chinese  scientist  observed: 
"Old  China  had  no  basis  whatsoever  for  the  study  of  such  subjects 
as  jet  propulsion,    electronic  computation,    radio  astronomy, 
petroleum  chemistry  and  biophysics.     But  now  after  several  years 
of  work,    thanks  to  the  great  assistance  given  us  by  the  Soviet  Union 
and  other  socialist  countries,    we  have  established  preliminary 
bases  for  each  of  these  subjects  and  have  trained  a  certain  number 
of  cadres;    and  research  work  is  now  well  under  way."^®    It  might 
also  be  pointed  out  that  Russia  enabled  China  to  jump  directly  from 
the  age  of  the  rickshaw  to  the  age  of  the  atom;    China  began  opera- 
ting its  first  atonmic  reacter  in  June,  195  8,    and  at  the  present  time 
is  believed  to  have  four  in  operation. 

Impact  of  Chinese  Industrialization  on  Soviet  Growth 

Various  components  of  the  national  product  have  widely  dif- 
fering potentials  for  producing  further  economic  growth.      Consumer 
goods  may  yield  no  growth  at  all.     Investment  goods  have  varying 
capital- output  ratios;    in  general,    the  lower  the  ratio,    the  more 
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rapid  the  resultant  growth  in  further  output.     In  order  to  estimate 
the  growth  lost  through  withdrawal  of  different  complexes  of 
capital,    we  need,    ideally,    a  matrix  relating  increases  in  the  in- 
vestment of  specific  capital  goods  to  increases  in  industrial  out- 
put.    We  shall  have  to  confine  ourselves,    however,    to  some  very 
crude  estimates  of  the  impact  of  the  Chinese  assistance  program 
on  the  Soviet  growth  rate,    in  the  absence  of  anything  like  capital- 
output  data  for  detailed  sectors.      These  estimates  can  undoubt- 
edly be  improved  on  even  with  the  limited  statistical  material 
available;    my  only  purpose  in  resorting  to  such  rough  and  ready 
methods  is  to  try  to  pin  down  some  general  order  of  magnitudes 
without  getting  involved  in  the  kind  of  long  term  project  which 
those  who  have  dealt  with  Soviet  statistics  know  only  too  well. 

Soviet  net  investment  in  industrial  machinery  and  equipment 
during  the  years  1955  to  195  9  may  be  estimated  at  roughly 
78.7  billion  rubles.^'     An  alternative  calculation  of  gross  invest- 
ment in  machinery  and  equipment  for  the  same  period  yields  a 
total  of  138.5  billion  rubles.^''      The  difference  between  the  two 
estimates  may  be  due  to  the  following  factors:    a)  the  larger  fi- 
gure includes  inventories  and  "other"  investment,    while  the  smal- 
ler does  not.     The  estimated  increase  in  inventories  and  "other" 
investment  for  the  period  is  3.5  billion  rubles,     b)     The  gross 
figure  is  in  terms  of  original  cost,    the  net  figure  in  terms  of  re- 
placement cost.     Revaluation  of  industrial  capital  on  January  1, 
I960  at  replacement  cost  resulted  in  a  loss  of  value  for  the  cate- 
gories with  which  we  are  concerned  of  28.7  billion  rubles.     For 
the  four  years   1956-1959  inclusive  this  factor  would  reduce  in- 
vestment by  8.7  billion  rubles,     c)     The  remaining  difference 
between  gross  and  net  investment  may  be  due  to  depreciation, 
and  perhaps  to  conceptual  differences  which  are  not  evident  from 
the  very  cryptic  presentation  of  the  data  in  the  source. 

During  the  same  four  years   1956  to  1959,    the  value  of  Soviet 
machinery  and  equipment  exported  to  China  was  almost  6  billion 
rubles. ^^     Because  most  of  the  machinery  sent  is  believed  to  have 
been  new,    the  apprepriate  comparison  is  with  net  investment, 
since  depreciation  would  have  been  relatively  small  over  so  short 
a  period.      The  conclusion  is  that  Soviet  investment  in  machinery 
and  equipment  would  have  been  7.5  per  cent  higher  had  there  been 
no  trade  with  China. ^^     This  must  be  regarded  as  a  minimum  im- 
pact figure  in  the  sense  that  it  says  nothing  about  the  multiplier 
effect  of  the  investment  in  machinery. 
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In  order  to  determine  the  effect  of  exports  to  China  upon 
Soviet  growth,    we  need  a  capital- output  ratio  for  the  comnnodi- 
ties  to  which  we  are  limiting  the  analysis,    machinery  and  equip- 
ment.    Between  1955  and  1959,    total  capital  invested  in  all  Soviet 
industry  rose  by  43  per  cent,    or  560  billion  rubles. ^^     Over  the 
same  period,   the  value  of  gross  industrial  output  rose  by  50  per 
cent,    or  by  an  estimated  367  billion  rubles.^*      This  suggests  a 
ratio  of  about  1.5  between  capital  investment  in  industry  and  the 
increment  in  gross  value  of  industrial  output  during  the  period. ^^ 

Using  the  ratio  for  the  machinery  and  equipment  sector,    for 
want  of  a  better  figure,    we  secure  the  estimates  shown  in  Table 
4.      This  puts  the  value  of  Soviet  industrial  output  foregone  as  a 
consequence  of  machinery  exports  to  China  at  15,983  million 
rubles  for  the  four  years   1956-1959  inclusive.     It  is  assumed 
that  the  entire  output  would  have  been  reinvested  each  year,    and 
in  this  sense  the  estimate  is  an  outside  limit.     However,    it  by  no 
means  represents  the  maximum  potential  cost  to  Russia  of  the 
China  trade.     Exports  of  machinery  and  equipment  represented 
only  half  of  total  Soviet  exports  to  China  during  this  period,    and 
it  is  very  probable  that  some  of  the  other  commodities  sent  out, 
such  as  transportation  equipment,    also  entailed  for  the  Russians 
a  forced  conversion  from  investment  to  consumption. 

The  average  annual  increase  in  Soviet  industrial  output  dur- 
ing the  years   1956  to  1959  was   12.5  per  cent.     If  the  increments 
to  output  shown  in  Table  4  had  been  available  to  Russia  instead 
of  to  China,    the  average  annual  rate  of  growth  would  have  risen 
to  13.1  per  cent.      The  machinery  exports  to  China  cost  the  Rus- 
sians about  five  per  cent  of  their  industrial  growth  annually,    and 
if  the  rest  of  the  export  trade  were  taken  into  account,    this  figure 
would  undoubtedly  be  raised. 

Whether  the  Russians  regarded  this  as  trivial  and  insubstan- 
tial is  at  least  open  to  question.     If  the  same  drain  were  to  con- 
tinue for  the  duration  of  the  current  Soviet- seven  year  plan, 
the  growth  foregone  by  the  Soviet  economy  during  the  plan  would 
be  reduced  by  at  least  five  per  cent  from  the  projected  80  per 
cent,    and  probably  substantially  more.     It  is  not  implausible  to 
conclude  that  the  Russians,    who  follow  industrial  growth  percen- 
tages with  the  same  intensity  as  American  fans  the  batting  average! 
of  their  favorite  players,    feel  that  they  have  been  accommodating 
and  generous  to  the  Chinese,    and  that  they  are  annoyed  at  the 
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Table  4.     Calculation  of  the  Value  of  Soviet  Industrial  Output 
Foregone  Due  to  Machinery  Exports  to  China, 
1946  to  1949  Inclusive  (millions  of  rubles) 


Value  of  Soviet  Annual  Output  Loss,   Assuming 

Machinery  Exports  a  1.5  Capital  Output  Ratio 

1956               1,219                      1956  813 

195  7  1,354 

1958  2,258 

1959  3,762 


1957  1,086 


1958  1,272 


1959  2,390 


Total 

8,187 

1957 

724 

1958 

1,206 

1959 

2,010 

Total 

3,940 

1958 

848 

1959 

1,414 

Total 

2,262 

1959 

1,594 

Total,    all  years      15,983 


unwillingness  of  the  latter  to  follow  the  Soviet  lead  unquestion- 
ingly.  Moreover,  if  the  costs  to  the  Soviet  Union  were  really 
trivial,  it  should  have  been  a  simple  matter  to  buy  off  Chinese 
recalcitrance  by  a  substantial  increase  in  aid  and  trade. 

Soviet  Versus  Chinese  Industrial  Growth 

There  are  shown  in  Tables  5  and  6  estimated  rates  of  growth 
in  industrial  output  and  gross  national  product  for  the  Soviet  Union 
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Table  5.     Estimated  Annual  Average  Rates  of  Growth, 
the  Soviet  Union,    Selected  Years 


Years  Annual  Per  Cent  Increase 


Industrial  Production 


1927/28  -  1932 
1932  -  1937 
1937  -  1940 
1945  -  1950 
1950  -  1953 
I953  -  1955 
1955  -  1958 


Gross  National  Product 


1950  -   1955 
1955  -   1958 


10.6 

10.1 

1.9 

22.3 

9.2 

10.1 

8.6 

6  to  7 

7  to  8 

Sources:    N.    M.    Kaplan  and  R.    H.    Moorsteen,  "An  Index  of 
Soviet  Industrial  Output,"  The  American  Economic  Review, 
June  i960,    p.    30  7;    Morris  Bornstein,    "A  comparison  of  Soviet 
and  United  States  National  Product,"  in  Joint  Economic  Com- 
mittee,   Comparisons  of  the  United  States  and  Soviet  Economies, 
1959,    Part  II,   p.    39li 

and  China  for  selected  years.     The  growth  rate  achieved  by  China 
during  its  first  five  year  plan  (1953-1957)  was  considerably  high- 
er than  that  which  obtained  during  the  first  Soviet  plan  (1927/28- 
1932).     This  reflected  in  part  the  relative  backwardness  of  Chin- 
ese industry  at  the  commencement  of  the  planning  period,   but 
Soviet  assistance  to  the  Chinese  was  certainly  a  considerable 
factor  in  the  attainment  of  what  must  be  regarded  as  a  remarkable 
tempo  of  growth.      The  very  high  Chinese  growth  rates  in  1958 
and  1959  were  due  to  the  maturation  of  industrial  projects  begun 
during  the  first  plaji.      The  large  discrepancy  between  rates  of 
growth  of  industrial  output  and  gross  national  product  reflect  the 
continuing  backwardness  of  China's  huge  agricultural  sector. 
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Table  6.     Estimated  Annual  Average  Rates  of  Growth, 
China,    Selected  Years  (Annual  percentage  increase) 


Industrial 

Gro 

ss  National 

Production 

Product 

16 

7  to  8 

40 

18 

33 

12 

23 

9 

Years 

1953  -  1957 

1958 

1959 
1950  -  1959 


Sources:    Joint  Economic  Committee,    Comiparisons  of  the 
United  States  and  Soviet  Economies,  Supplemental  Statenaent 
submitted  by  the  Central  Intelligence  Agency,    I960,     p.  49; 
Ten  Great  Years,  Peking,    I960,    p.    87. 


The  Chinese  achievement  is  impressive  not  only  in  relative, 
but  in  absolute  terms  as  well.      China's  steel  output  increased 
from  1.8  million  tons  in  195  3  to  5.4  million  tons  in  1957.      The 
Soviets,    during  their  first  plan,    raised  steel  output  from  4.3 
million  tons  to  only  5.9  million  tons,      Chinese  steel  output  had 
reached  13.4  million  tons  in  195  9,    a  level  which  the  Russians 
did  not  reach  until  four  years  after  their  first  five  year  plan. 
Similar  data  for  other  key  industrial  commodities  attest  to  the 
magnitude  of  the  Chinese  developmental  effort. 

For  the  future,    there  are  a  number  of  interesting  questions 
that  may  be  asked  about  the  pattern  of  economic  relationships  be- 
tween these  two  great  powers.     What  are  likely  to  be  the  relative 
growth  rates  of  the  Soviet  and  Chinese  economies?     To  what  ex- 
tent will  China  continue  to  be  dependent  upon  the  Soviet  Union  for 
heavy  industrial  equipment?    How  long  will  the  Soviet  Union  con- 
tinue to  countenance  the  substitution  of  Chinese  growth  for  Soviet 
growth?     Will  the  Russians  begin  to  naatch  their  growth  not  only 
against  that  of  the  United  States,    but  against  that  of  China  as  well? 

On  the  first  question,    the  Russians  have  projected  an  80  per 
cent  increase  in  gross  industrial  output  for  the  seven  year  period 
195  9-1965,    an  average  of  about  9  per  cent  a  year  compounded. 
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Most  "Western  observers  are  of  the  opinion  that  this  is  not  an 
unattainable  goal.     During  the  first  year  of  the  current  plan, 
1959,    the  Russians  claim  to  have  achieved  an  1 1  per  cent  in- 
crease in  industrial  production  compared  with  a  planned  7.7  per 
cent.      Claimed  industrial  growth  in  I960  was   10  per  cent. 

Predicting  Chinese  growth  is  an  extremely  hazardous  under- 
taking.'       The  Central  Intelligence  Agency  forecasts  an  annual 
increase  of  14  per  cent  in  industrial  output  during  the  years 
1959-1965.'^     Whatever  the  merits  of  this  particular  figure,    it 
does  point  up  one  assumption  that  will  probably  be  borne  out  by 
the  course  of  events:    Chinese  industry  is  likely  to  grow  much 
more  rapidly  than  Soviet  industry  during  at  least  the  next  five  years, 

The  Chinese  continue  to  stress  their  desire  to  attain  self- 
sufficiency  at  the  earliest  possible  date.     A  recent  volume  on  the 
Chinese  economy  contains  this  statement: 

".  .  .fraternal  help  from  the  Soviet  Union  played  an  im- 
portant part  in  China's  economic  construction  during 
the  period  of  the  First  Five  Year  Plan.     Although  enlist- 
ing the  help  of  other  fraternal  countries  at  that  time  to 
help  build  her  heavy  industry,    China  did  not  envisage 
the  necessity  continuing  for  many  years.     For  a  country 
like  China  which  is  large  and  populous,    it  would  be  im- 
possible to  complete  technical  reconstruction  without 
an  all-embracing  industrial  system  and  a  generally  self- 
sufficient  supply  of  machinery,    equipment,    raw  mater- 
ials,   fuel  and  power."'® 

How  quickly  this  goal  can  be  achieved  remains  problematical. 
It  was  reported  in  1959  that  the  import  of  simple  machinery  and 
equipment  had  been  curtailed  drastically.'^    But  China  will  pro- 
bably continue,    for  some  years  to  come,    to  depend  heavily  upon 
the  Soviet  Union  for  large,    complicated  equipment,    such  as  large 
metal  cutting  and  forming  tools,    electric  generators,    and  rol- 
ling mill  equipment.     She  will  also  continue  to  rely  on  Russia  for 
advanced  technology  in  the  fields  of  chemicals,    petroleum,    and 
atomic  energy.     There  will  probably  be  less  importation  of  com- 
plete plants  and  more  of  selected  equipment. 

There  is  some  possibility  that  expanded  trade  with  the  West 
may  reduce  Chinese  dependence  on  Russia,    now  that  Western 
Europe  has  relaxed  the  embargo.      But  the  generation  of  sufficient 
Chinese  exports  to  the  West  is  likely  to  provide  a  major  obstacle 
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to  a  renewal  of  China's  traditional  trade  patterns.     Cheap  labor 
costs  may  enable  China  to  emulate  the  export  policy  which  Hong 
Kong  is  currently  following,   but  what  has  proved  possible  and 
profitable  on  a  smiall  scale  may  prove  impracticable  for  so  huge 
a  producer  as  China,   not  least  because  of  the  reaction  a  flood  of 
Chinese  exports  might  provoke. 

Whether  the  Russians  will  be  willing  to  continue  to  stake  the 
fires  of  Chinese  industrial  expansion,    at  the  cost  of  letting  some 
of  their  own  boilers  go  cold,   is  in  the  final  analysis  a  political 
question.     One  might  venture  the  guess  that  the  Soviet  leader- 
ship does  not  have  too  much  free  play  in  resolving  the  problem. 
A  sharp  curtailment  of  exports  to  China  would  put  the  braJces  on 
Chinese  growth,    and  one  might  expect  a  reaction  from  the  Chin- 
ese which  would  endanger  what  is  left  of  the  solidarity  of  the 
communist  world.     The  Chinese  will  certainly  press  for  miain- 
tenance  of  the  present  level  of  trade,    and  perhaps  for  an  increase, 
and  pay  the  Russians  off  in  consumer  goods  and  statements  such 
as  those  contained  in  the  Moscow  Metnifesto  of  1969:    "The  Com- 
munist and  workers  parties  unanimously  declare  that  the  Comimun- 
ist  Party  of  the  Soviet  Union  has  been,    and  remains,    the  universally 
recognized  vanguard  of  the  world  Communist  movement,   being  the 
most  experienced  and  steeled  contingent  of  the  international  Com- 
munist movement. "*°     The  Russians,    in  all  likelihood,    will  con- 
tinue to  give  the  Chinese  what  they  want  —  although  there  may  be 
hard  bargaining  —  as  the  price  for  remaining  at  the  helm  of  world 
communism.     And  if  ideological  relationships  between  these  two 
great  powers  should  once  more  deteriorate,    one  might  suspect 
that  the  Russians  were  finding  the  price  too  high. 
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increase  in  the  value  of  all  industrial  capital  from  1955  to  1959 
was  43  per  cent  (ibid.  ,    p.    66).    Assuming  that  the  increase  in 
the  value  of  machinery  and  equipment  was  the  same,    the  1955 
value  of  the  latter  group  may  be  estimated  at  183  billion  rubles, 
and  the  increase  from  1955  to  1959  at  78.7  billion  rubles. 

30.  This  estimate  was  derived  from  the  following  data: 

,,  Total  invested       Per  cent  invested     Estimated  amount  invest- 

Y  ear 

in  manufacturing       in  machinery        ed  in  machinery  and  equip- 

(billions  of  rubles)    and  equipment      ment  (billions  of  rubles) 

33  31.1 

32  31.7 

32  35.9 

31  39.8 


Source:    Narodnoe  khoziaistvo  SSSR  v  195  9  godu,  pp.    546,    548. 

31.      The  annual  data  are  as  follows: 

Year  Value  of  Soviet  machinery  and  equipment 

exported  to  China  (billions  of  rubles) 

1956  1219.0 

1957  1086.2 

1958  1271.8 

1959  2390.0 

5967.0 


1956 

94.3 

1957 

99.2 

1958 

112.1 

1959 

128.4 
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Sources:    Yu.    N.    Kapelinski,    op.  cit.,    p.   443;    Vneshniaia 
torgovlia  SSSR  za  195  8  godu,    p.    123;    Far  Eastern  Economic 
Review,    September  29,    I960,    p.    715.     The  totals  do  not  in- 
clude the  value  of  transportation  equipment. 

32.  Again  there  is  the  question  of  the  differing  values  of 
"foreign  trade"  and  domestic  rubles.     I  ami  indebted  to  Professor 
Franklyn  D.    Holzman  for  the  following  qualification  to  my  esti- 
mate:     "Since  domestic  prices  are  typically  higher  than  foreign 
trade  unit  values   (world  prices  converted  at  the  official  exchange 
rate)  the  exports  ^investment   ratio  will  be  understated.     My 
guess  is  that  for  most  countries  trading  with  the  USSR,    the  under- 
statement of  foreign  trade  value  of  machinery  and  equipment  for 
1956-5  9  must  have  been  about  one-third.      That  is  to  say,    do- 
mestic prices  exceeded  foreign  trade  unit  values  of  similar  pro- 
ducts by  around  50  per  cent  —perhaps  a  little  more.     However, 
in  the  case  of  exports  to  China,  this  may  not  be  so.      This  is  be- 
cause the  Soviets  price  f.  o.b*  border,    and  the  Chinese  border 

is  far  enough  so  that  the  unit  values  of  exports  are  much  higher 
than  anywhere  else.  Thus,  the  offsetting  factors  nnay  leave  the 
figures  roughly  correct." 

33.  Narodnoe  khoziaistvo  SSSR  v  195  9  godu,    pp.   66-67. 

34.  The  very  tentative  character  of  this  calculation  will  be 
evident  from  the  following  estimating  procedure  (apart  from 

the  well  known  inadequacies  of  the  Soviet  index  of  gross  industrial 
output,    on  which  the  estimate  is  based):    Khrushchev  stated  that  a 
one  per  cent  increase  in  industrial  output  in  1959  was    "more  than" 
11  billion  rubles.      ( N.  S.    Khrushchev,    Control  Figures  for  the 
Economic  Development  of  the  USSR  for  1959-1965,    Moscow,    195  9, 
p.    53).       It  may  be  inferred  from  this  statement  that  the  value 
of  industrial  output  in  195  9  was  in  the  vicinity  of  1,100  billion 
rubles.     Since  the  value  of  gross  industrial  output,    on  the  basis 
of  the  official  index,    rose  by  50  per  cent  from  1955  to  1959,    the 
1955  value  of  output  was  733  billion  rubles,    and  the  increase  be- 
tween the  two  years,    367  billion  rubles. 

35.  This  ratio  would  be  considerably  higher  if  value  added 
were  used  instead  of  gross  value.     See^._g.,  Wilfred  Malenbaum, 
"India  and  China:    Contrasts  in  Development,"  The  American 
Economic  Review,    June,    1959,    p.    301. 

36.  Practically  all  American  economists  who  wrote  on  China 
were  far  short  of  the  mark  during  the  years   1950-195  9. 

37.  Joint  Economic  Committee,    Comparisons  of  the  United 
States  and  Soviet  Economies,    Supplemental  Statement  submitted 
by  the  Central  Intelligence  Agency,    I960,    p.   4  9. 
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38.  Hsueh  Mu-Chiao,    Su  Hsing  and  Lin  Tse-Li,    The  Social- 
ist Transformation  of  the  National  Economy  in  China,    Peking, 
I960,   p.    79. 

39.  Voprosv  ekonomiki,    1959,    No.    9,   p.    80. 

40.  The  New  York  Times,    December  7,    I960,   p.    17. 


THE  SOVIET  ECONOMIC  MODEL 
AND  THE  UNDERDEVELOPED  NATIONS 

John  Michael  Montias* 

Of  the  various  channels  through  which  the  Sino- Soviet  bloc 
exerts  its  influence  in  economic  aiffairs  on  the  elite  of  the  under- 
developed countries,    intellectual  communication  would  seem  to 
be  the  least  effective.      The  scholastic  arguments  emanating  from 
Moscow  and  Peking  have  made  little  headway  with  professional 
economics,    concerned  with  development  techniques  and  efficiency- 
principles.     It  is  by  the  example  of  its  economic  progress  rather 
than  by  the  doctrinal  interpretation  of  its  own  reality  that  the  bloc 
encourages  emulation  of  its  planning  methods  and  development 
strategy  —  although,    in  some  parts  of  the  underdeveloped  world, 
a  common  antipathy  toward  capitalism  and  Western  values  has 
not  been  without  its  negative  influence.     In  general,    trade,    aid, 
technical  assistance,    and  political  infiltration  through  trade  unions 
and  student  organizations  have  done  more  to  carry  forward  the 
Soviet  nnodel  than  the  commerce  of  ideas. 

At  times,    even.    Eastern  reality  has  had  to  be  interpreted 
through  Western  eyes.      The  Chinese  experience  with  backyard 
furnaces,    earth  dams  and  other  labor-intensive  schemes  would 
not  have  been  so  easily  assimilated  in  a  number  of  underdeveloped 
countries,    if  the  popular  theories  of  Arthur  Lewis,    Nurkse,    and 
Kaldor  on  the  employment  of  surplus  farm  labor  had  not  prepared 
the  ground  beforehand.^ 

A  Mexican  commentary  on  the  East- West  econonnic  conver- 
ence  which  took  place  at  Istanbul  in  195  8  helps  to  explain  why  Soviet 


*  I  am  grateful  to  Grady  H.    Nunn  and  Douglas  Ashford,   both  of 
Indiana  University,   for  helping  me  to  locate  the  literature  on 
North  and  West  Africa  quoted  in  this  paper.      The  statistical  inform- 
ation and  the  analysis  in  the  last  part  of  this  paper,    insofar  as 
it  deals  with  Eastern  Europe,    represent  the  preliminary  and 
tentative  results  of  a  long-term  project. 
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theory  has  had  such  limited  appeal.     "In  the  East,"  according  to 
a  participant  in  the  conference,   "there  seems  to  be  even  less 
awareness  than  in  the  West  of  the  necessity  of  recognizing  that 
development  economics  is  an  autonomous  field  which  calls  for  a 
creative  effort  of  a  theoretical  character."^     Furtado,    the  author 
of  this  report  in  the  leftist  periodical  Trimestrio  Economico, 
was  also  struck  by  the  blurred  formulation  of  planning  problems 
in  the  reports  of  Eastern  representatives.     No  doubt  the  influence 
of  Soviet  ideology  would  be  greater,    but  for  the  fact  that  the  econo- 
mists of  the  Eastern  bloc  have  not  hitherto  been  "capable  of  pro- 
ducing any  theory  deserving  to  be  called  an  'economic  theory  of 
planning'. "  ' 

The  communists  have  a  standard  explanation  for  economic 
backwardness  —  colonial  exploitation  —  and  a  standard  set  of 
remedies  —  national  liberation,    the  elimination  of  foreign  capi- 
tal,   and  centrally  planned  industrialization.      They  offend  newly 
independent  nations  by  suggesting  that  their  persistent  poverty  is 
due  to  the  remains  of  colonial  servitude  —  including  loans  frona 
the  imperialist  camp.     In  recent  years,    Russians  have  perhaps 
been  less  truculent  in  urging  such  criticism  than  the  Chinese,* 
but  this  difference  is  im.mLaterial;    the  exercise  of  tact  is  no  sub- 
stitute for  the  elucubration  of  influential  theories. 


The  Imprint  of  the  Communist  Models 

To  pinpoint  the  specific  areas  where  the  Soviet  model  has 
left  its  imprint  in  the  underdeveloped  countries,    it  will  be  useful 
to  distinguish  between  two  of  its  aspects:    (1)   The  institutions 
characteristic  of  the  model:    the  nationalization  of  virtually  all 
enterprises,    comprehensive  planning,    the  centralized  distribution 
of  essential  materials  and  capital  goods,    the  application  of  admini- 
strative pressures  on  enterprises  through  bureaucratic  and  Party 
channels,    and  the  collectivization  of  agriculture;    and  (2)  the  strat- 
egy of  Soviet  developnnent:    steep  rates  of  capital  formation,    prior- 
ity of  heavy  industry,    autarkic  developnnent  of  the  main  branches 
of  industry,    the  bias  in  favor  of  modern,    capital-intensive  techno- 
logies,   and  so  forth. 

Until  now  at  least,    the  Soviet  strategy  of  development  has 
struck  a  more  responsive  chord  in  the  underdeveloped  countries 
than  the  institutional  arrangements  designed  to  carry  it  out.     In 
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India,    for  instance,    although  socialism  is  perhaps  the  dominant 
ideology  of  the  elite,    the  notion  of  "total  planning"  seems  ab- 
horrent to  a  majority  of  writers.      This  diffidence  is  reflected 
in  the  Planning  Commission's  commentary  introducing  the  Second 
Five  Year  Plan:    "It  is  neither  necessary  nor  desirable  that  the 
economy  should  become  a  monolithic  type.  .  .     Nor  should  expan- 
sion of  the  public  sector  mean  centralization  of  decision-making 
or  of  exercise  of  authority.  .  .  .    Public  enterprises  should  be  grant- 
ed the  fullest  freedom  to  operate  within  a  framework  of  broad 
directives  or  rules  of  the  game."^     In  Egypt,    article  4  of  the  con- 
stitution of  1958  consecrated  the  principle  of  planning;    but  a  com- 
ment on  this  article  in  an  officious  Egyptian  magazine  warned 
against  "any  arbitrary  control  of  the  economic  structure":    "Plan- 
ning should  compromise  between  public  and  private  economic 
activity  and  use  capital  to  serve  the  general  interest  in  such  a 
way  as  not  to  transform  it  into  an  instrument  of  monopoly  which 
would  eliminate  economic  freedom.'         Even  a  periodical  as  far 
to  the  left  as  L 'Avant-garde,    the  organ  of  the  Moroccan  trade  unions, 
which  follows  the  Soviet  line  on  essential  points  of  foreign  policy, 
is  less  than  enthusiastic  about  the  coercive  features  of  the  Soviet 
system.^     One  of  its  recent  articles  praised  the  Yugoslavs  for 
exploring   "new  paths  toward  a  democratic  economy"  and,    inci- 
dentially,    for  liberating  itself  of  commitment  to  any  bloc.     It 
went  on  to  identify  these  Yugoslav  achievements  with  the  policy 
advocated  by  the  progressive  elements  of  Morocco   (  "Nouveau 
Maroc").® 

The  Chinese  communes  have  called  forth  a  mixed  reaction  in 
the  underdeveloped  world.     One  Arab  economist  reviewing  the 
Egyptian  land  reforna  conjured  up  the  Chinese  experience  as  a 
painful  alternative  which  might  have  to  be  resorted  to  in  the  next 
decade   "if  Western  indifference  to  the  basic  problems  of  the  under- 
developed countries  continues."'    A  Cuban,    writing  in  the  organ 
of  the  revolutionary  Ministry  of  Culture,    waxes  enthusiastic  over 
"unparalleled"  Chinese  successes  but  then  spells  out  the  danger 
of  transplanting  the  communes  to  home  ground:    "Collectivization.  .  . 
conflicts  with  individualistic  sentiment  innate  not  only  in  the  Anglo- 
ScLxon  but  also  in  the  Latin  American  race.     For  this  reason,    in 
our  orbit,    we  should  allow  small  cultivators  to  benefit  from  the 
advantages  of  modern  cultivation  through  cooperatives,    and  in 
contrast  to  the  Chinese  solution,    resort  to  large  agricultural 
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communes  only  as  a  mode  of  transition.  "^°    In  Guinea,    however, 
where  Chinese  success  with  "building  much  from  nothing,"  has 
most  impressed  the  self-avowed  Marxian  socialists  who  rule  the 
country,    communist  China  is  undertaking  a  large  demonstration 
scheme  in  rice  culture,    which  will  show  how  idle  labor  time  may 
be  utilized  and  the  native  population  may  be  mobilized  to  carry 
out  socially  useful  tasks .^ 

The  Soviet  strategy  of  development  has  won  more  adherents 
than  "total  planning"  or  collectivization.     Its  influence  can  be 
felt  on  the  draft  of  the  second  Indian  five  year  plan,    which  was 
laid  on  the  principle  of  rapid  industrialization  and  diversification, 
sparked  by  the  growth  of  steel  and  capital  goods  industries. ^^ 
Indian  economists  have  given  serious  consideration  to  the  Soviet 
dogma  concerning  the  necessity  of  raising  the  output  of  producers 
goods   (Marx's  sector  I)  at  a  faster  rate  than  the  output  of  consumer 
goods   (sector  II).     One  of  its  proponents  who,   back  in  1955,    urged 
the  creation  in  India  of  a  heavy  industrial  base  patterned  along 
the  lines  of  the  first  Soviet  five-year  plan,   marshalled  a  whole 
array  of  arguments  to  dispel  the  apprehensions  of  more  conser- 
vative economists  who  feared  such  a  policy  might  precipitate  a 
decline  in  consumption.^^ 

The  Soviets  are  of  course  pleased  that  the  pattern  of  indus- 
trialization they  have  long  advocated  has  made  as  much  headway 
as  it  has  in  the  underdeveloped  world. ^*      Through  their  vigorous 
trade- and- aid  policy,    they  are  giving  an  additional  fillip  to  their 
propaganda.     The  industrial  plants  they  build  in  underdeveloped 
countries^ ^   testify  to  their  ideological  solidarity  with  the  parti- 
sans of  heavy  industrial  development.     The  estimated  2,600  Soviet 
technicians  disseminated  over  Asia,    Africa,    and  Latin  America 
also  help  to  spread  the  good  word  on  industrialization.^        At  the 
same  time,    the  Western  powers,    concerned  with  the  optimal 
allocation  of  the  funds  placed  at  the  disposal  of  recipient  nations, 
frequently  "waste  precious  time  advising  underdeveloped  coun- 
tries to  concentrate  on  agriculture  and  postpone  industrialization," 
and  by  so  doing,    according  to  an  influential  Arab  writer,    hand 
the  Soviet  Union  a  "telling  advantage"  in  the  contest  for  influence.^ 
It  is  worthy  of  note  in  this  connection  that  steel,    machines  and 
equipment  made  up  80  to  90  per  cent  of  the  value  of  India's  im- 
ports from  the  Soviet  Union,    Poland,    and  Czechoslovakia  from 
1956  to  1959,    while  only  20  to  30  per  cent  of  United  States  exports 
to  India  consisted  of  these  goods  at  the  time.^®    No  doubt  gifts  and 
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loans  enabling  the  recipients  to  import  foodstuffs  and  raw  ma- 
terials release  foreign  currency  to  pay  for  capital-goods  imports, 
but,    as  Joseph  Berliner  has  pointed  out,    this  aid  loses  its  iden- 
tity in  the  production  process  and  confers  less  prestige  on  the 
givers  than  the  factories  and  the  equipment  which  predominate 
in  the  Soviet  program.^' 

In  summary,    Soviet  ideology  carries  little  weight  among 
economists  in  underdeveloped  countries,    at  least  insofar  as  the 
professional  literature  gives  expression  to  their  views.     If  they 
are  impressed  by  Soviet  or  Chinese  achievements,    economists 
are  inclined  to  analyze  them  within  a  Western  analytical  frame- 
work.    On  a  more  popular  plane,    the  Soviets  gain  kudos  in  the 
underdeveloped  countries  by  supporting  the  indigenous  bias  to- 
ward industrialization  and  by  backing  up  their  ideological  encour- 
agement with  capital  goods  and  technical  aid. 

Decentralization  in  Developing  Economies 

The  evidence  presented  so  far  on  elite  attitudes  toward  the 
Soviet  model  in  underdeveloped  countries  was  culled  from  econo- 
mic and  political  literature  likely  to  contain  intelligent  and  sym- 
pathetic comment  on  the  subject.     Even  though  my  sample  of  this 
literature,   for  reasons  of  language  and  inaccessibility,   was  not 
as  wide  as  I  should  like  it  to  have  been,    I  could  not  help  wonder- 
ing that  it  contained  so  little  systematic  analysis  of  Soviet  planning 
methods  and  economic  institutions.     Most  writers  have  apparently 
made  up  their  minds  for  or  against  this  fraxnework  on  political 
grounds  and  seem  unwilling  to  delve  further  in  the  matter.     Yet, 
as  Oskar  Lange  has  remarked,    there  is  nothing  inherently  social- 
istic or  communistic  about  the  centralized  administration  and 
nnanagement  of  resources  and  the  use  of  command  decisions  to  im- 
plement the  basic  policies  of  the  political  authorities.     These  tech- 
niques were  resorted  to  in  wartime  in  many  capitalistic  countries: 
Lange  goes  so  far  as  to  call  them   "techniques  of  war  economy.  "^^ 
There  is  no  evidence  so  far  that  democratic  values  were  perman- 
ently impaired  by  their  use.     Even  staunch  believers  in  democracy 
might  be  willing  to  sanction  a  temporary  action  to  propel  their 
backward  economy  beyond  the  take-off  point.     If  there  is  no  over- 
riding political  question  at  stake,    the  effectiveness  of  alternative 
arrangements  in  generating  growth  (of  a  socially  acceptable  nature) 
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ought  to  be  a  relevant  consideration  in  determining  the  optimal 
size  of  the  public  sector,    the  correct  degree  of  centralization, 
or  the  extent  to  which  the  participants  in  the  economic  system 
should  be  guided  by  price  incentives    or  led  by  direct  commands 
from  the  center,    as  in  the  Soviet  system. 

If  we  can  dissociate  the  issue  from  its  political  aspects,    the 
comparative  merit  of  decentralized  structures  will  depend  on  the 
value  of  prices  as  indicators  of  scarcity  and  on  the  ability  of  re- 
source-holders and  producers  to  take  economically  sound  decisions 
on  the  basis  of  these  prices.      Centralized  structures  will  be  judged 
by  their  success  in  collecting  exact,    up-to-date  inform.ation  on 
production  functions  and  on  the  current  inventories  of  available 
resources,    in  consolidating  and  processing  this  information  at 
the  center,    in  framing  internally  consistent  plans   (making  as  ef- 
ficient a  utilization  of  resources  as  possible),  in  issuing  concrete 
directives  for  carrying  out  these  plans,    and  in  controlling  their 
execution  through  direct  supervision  of  the  participants  in  the 
system. 

For  reasons  we  shall  presently  examine,    neither  of  these 
alternative  forms  of  economic  organization  is  likely  to  operate  at 
its  maximal  efficiency  in  an  underdeveloped  country.     The  question 
I  should  like  to  pose  is  whether  the  handicap  of  backwardness 
weighs  equally  on  centralized  and  decentralized  structures. 

We  shall  take  as  our  archetype  of  centralization  an  econonny 
organized  along  Soviet  lines  and  as  our  archetype  of  decentrali- 
zation a  typical  private- enterprise  economy  in  Asia,    Africa,   or 
Latin  America.     This  choice,   for  reasons  which  will  be  made  clear 
below,    may  impart  a  bias  against  the  theoretical  merits  of  decen- 
tralization through  the  price  system;    but  it  has  the  advantage  of 
setting  in  relief  the  potential  value  of  the  Soviet  model  to  the  under- 
developed countries. 

At  an  early  stage  in  development,    before  porperty  relations 
have  been  crystallized,    the  price  system  cannot  properly  fulfill 
its  coordinating  and  resource-allocating  function.     To  operate 
efficiently,    the  decentralized  solution  requires  that  every  scarce 
resource  be  placed  in  the  custody  of  some  decision-making  unit 
which  will  see  to  it  that  this  resource  is  "economized"  (employed 
in  the  best  possible  use  at  every  point  in  time).     Where  arable 
land,    pastures,    forests  and  mineral  wealth  are  held  in  common  by 
villages,    tribes  or  even  by  the  public  at  large,    the  joint  owners. 
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who  have  only  a  diffused  interest  in  conserving  these  resources, 
are  impelled  by  market  pressures  to  exhaust  their  land,    over- 
graze their  pastures,    decimate  their  forests,    and  deplete  their 
minerals.      The  price  signal  expressing  the  demand  for  these  re- 
sources may  be  correct,   but  the  institutional  setting  in  which  it 
operates  is  to  blame  for  its  wasteful  effects.     It  took  Europe  two 
or  three  centuries,    starting  from  the  end  of  the  Middle  Ages,    un- 
til most  essential  resources  were  "enclosed":    before  property 
rights  were  securely  established  and  markets  were  created  where- 
in ownership  could  be  transferred  at  will.      (Still  today,    in  certain 
areas  where  control  over  scarce  resources  is  dispersed,    as  in 
the  case  of  fishing  rights  over  lakes  and  seas,    industrial  access 
tb  pullutable  rivers,    and  the  acquisition  of  parking  space  in  over- 
crowded cities,    the  government  must  resort  to  direct  regulation  — 
non-price  incentives  —  to  check  depredations.)     Even  after  resources 
have  already  been  "privatized,"  the  system  will  not  function  pro- 
perly unless  property  rights  and  security  of  contract  are  safeguarded 
for  all  participants  in  the  system  regardless  of  race,    religion,    or 
national  origin  (e.  g.,    for  the  "pariah  entrepreneur"  and  the  foreign 
concessionaire,    as  well  as  for  the  rest  of  the  native  population). 

Among  the  scarcest  resources  in  retarded  economies  are 
skilled  laborers  and  experienced  technicians.      Entrepreneurs  who 
go  to  the  trouble  and  expense  of  training  personnel  and  fostering 
new  skills  cannot  make  sure  that  their  competitors  will  not  reap 
the  advantages  of  their  investment  by  bidding  their  employees 
away.      These  external  economies  may  be  present  at  any  stage  of 
development,    but  they  should  be  particularly  abundant  in  economies 
where  the  labor  force  is  composed  largely  of  inexperienced  hands, 
freshly  arrived  from  the  farm  or  from  the  bush.     Private  invest- 
ment in  labor-training  will  then  be  less  than  society  requires  and 
can  afford  in  this  essential  sector. 

The  imperfections  listed  so  far  concern  only  the  reaction  of 
producers  and  resource-holders  to  price  messages.      The  worst 
of  the  matter  is  that  the  price  messages  themselves  are  garbled. 
The  interference  of  the  government  and  other  institutional  restraints 
tend  to  distort  the  prices  of  unskilled  labor,    of  imported  goods,    and 
of  loan  capital.     Many  development  specialists  agree  with  Arthur 
Lewis  who  holds  that,    since  laborers  on  family  farms  in  underde- 
veloped countries  will  not  hire  themselves  out  for  less  than  their 
average  product  on  the  farm,    the  money  cost  of  labor  must  exceed 
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its  real  scarcity  to  the  economy,    as  gauged  by  the  value  of  its 
marginal  product  (which  may  be  close  to  zero).     Any  such  dis- 
parity between  money  and  real  costs  must  vitiate  investment 
calculations  and  distort  comparative  advantage/^      By  overvalu- 
ing the  national  currency  and  rationing  the  available  foreign  ex- 
change,  the  state,   in  many  countries  embarking  on  a  course  of 
industrialization,    offers  importers  who  are  fortunate  enough  to 
get  a  hold  of  an  allotment  of  exchange  a  windfall  profit.     At  least 
at  the  wholesale  level,    prices  of  imported  goods  do  not  express 
their  relative  scarcity.     Finally,   the  governm.ent,    insofar  as  it 
engages  in  long-term  credit  operations  through  the  banks  it  con- 
trols,   artificially  reduces  the  price  of  this  credit  by  charging 
nominal  interest  rates;    at  such  rates,  the  supply  of  credit  is  in- 
sufficient to  nneet  the  demand  from  all  qualified  applicants,  some 
of  whom  will  be  driven  to  the  unorganized  money  market  where 
they  must  pay  much  higher  rates.     Where  capital  is  lent  at  dif- 
ferent rates  to  clients  with  similar  credit  risks,    some  nnisallo- 
cation  of  the  nation's  saving  must  ensue. 

During  the  course  of  development,    relative  scarcities  nor- 
nnally  undergo  important  changes,    especially  in  countries  which 
are  not  intimately  connected  with  the  network  of  world  trade.     The 
high  income  elasticity  of  demand  for  manufactures  reinforced  by 
strong  complementarities  in  consumption  will  tend  to  pull  the  op- 
timal growth  path  toward  a  balanced  expansion  of  output  in  basic 
sectors.     But  this  future  state  of  demand  is  not  reflected  in  the 
present  prices  of  manufactures,    which  may  make  investments  in 
these  branches  appear  unprofitable.     If  there  were  a  market  for 
shoes -and  clothing-  futures  as  well  as  a  market  for  June  or  July 
cocoa,    the  doctrine  of  balanced  growth,    or  at  least  its  policy  im- 
plications,  would  be  largely  superfluous:    future  prices  would 
guide  investors  to  correct  decisions  and  there  would  be  no  need 
for  the  state  to  prod  the  development  of  interdependent  industries. 
In  the  real  world,    institutions  do  not  always  come  into  existence 
when  they  are  needed:    there  are  no  futures  markets  for  manu- 
factures in  underdeveloped  countries  to  bridge  the  gap  between 
present  and  future  scarcities. ^^ 

It  is  hardly  necessary  to  mention  that  monopolistic  practices 
on  the  part  of  private  enterprises,    direct  government  controls 
over  the  price  system,    and  inflation  undermine  the  decentralized 
model:    where  these  disturbances  are  superimposed  on  the  other 
sources  of  "noise"  in  the  system,    it  is  a  wonder  that  price  messages 
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cam  still  convey  any  rational  meaning  at  all.     Under  these  con- 
ditions,   it  would  be  unrealistic  to  expect  that  the  economy  should 
perform  according  to  the  theoretical  standards  of  the  competitive 
model;    inefficient  producers  will  not  necessarily  be  eliminated; 
competitive  pressures  will  not  necessarily  be  strong  enough  to 
cause  the  diffusion  of  technological  progress. 

Many  of  these  impediments  could  be  eliminated  by  conscious 
action.     But  this  would  taJce  more  understanding  of  the  nature  of 
decentralized  systems  than  the  leaders  of  most  newly  liberated 
nations  have  shown  so  far.     To  many  of  these  leaders,    free  en- 
terprise and  competition  smack  of  Western  imperialism.     Al- 
though influential  Indians,    for  instance,    are  on  the  whole  reluctant 
to  adopt  Soviet  planning  methods,    this  does  not  make  them  any 
more  sympathetic  to  laissez-faire,    an  ideology  which,    to  quote 
Pandit  Nehru  himself,    is  now  "out-of-date  and  discredited."^ 
Few  are  alive  to  the  dangers  of  partial  planning  and  petty  inter- 
ference which  may  be  worse  than  either  comprehensive  planning 
or  non-interference. 

These  piece-meal  controls  give  rise,    as  we  have  seen,    to 
special  windfalls   (e.g.,    for  the  lucky  recipients  of  licenses): 
once  the  vested  interests  so  created  begin  to  collude  with  govern- 
ment bureaucrats,   bent  on  maintaining  their  meddling  power  or 
on  preserving  their  share  of  the  spoils,    the  combination  is  hard 
to  beat.     Under  these  circumstances,   it  may  be  easier  —  and 
politically  safer  — to  widen  the  scope  of  the  public  sector  and  in- 
troduce more  comprehensive  planning,    with  an  eye  to  eliminating 
the  profiteering  opportunities  created  by  partial  controls,    than 
to  free  the  economy  of  all  interference. 

Any  such  drift  toward  centralization  would  eventually  call  for 
improved  techniques  of  physical  coordination  —  which  the  Soviets 
would  only  be  too  glad  to  provide. 

On  Centralized  Methods 

Such  evidence  as  we  have  on  the  application  of  Soviet  planning 
methods  in  the  Balkans  and  in  Communist  China  indicates  that 
backwardness  is  not  an  insuperable  obstacle  to  the  centralized  al- 
location of  resources.     Despite  shortages  of  trained  bureaucratic 
personnal,    the  lack  of  adequate  communication  facilities,    the 
paltry  state  of  statistics  in  the  initial  stages  ajid  a  level  of  literacy 
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which  must  at  times  have  slowed  down  the  traffic  of  accounts  and 
documents  between  the  center  and  the  peripheries,    the  communist 
authorities  in  these  countries  have  been  able  to  mobilize  and  con- 
centrate national  resources  on  the  industrialization  goals  set  by 
the  party.      Their  experience,    however,    is  not  fully  pertinent  to 
the  problems  faced  by  underdeveloped  countries  outside  the  Soviet 
orbit,    where  the  central  authorities  cannot  count  on  a  disciplined 
party,    fired  with  revolutionary  zeal  or  held  together  by  fear,    to 
transmit  orders  from  the  top  and  control  their  execution  at  the 
operational  level. ^^    Neither  can  the  new  democracies,    in  imita- 
tion of  the  Soviet  and  Chinese  model,    afford  to  treat  household 
consumption,    or  any  other  low-priority  sector,    as  a  shock-absorb- 
er for  the  errors  made  in  the  planning  process.     In  a  democratic 
regime,    a  wide  disparity  between  planners'  and  consumers'  pre- 
ferences would  be  intolerable.      The  coordination  of  plans  would 
have  to  be  good  enough  from  the  start  to  safeguard  a  proper  balance 
between  investment  and  consumption  and  a  satisfactory  structure 
of  consumer-goods  output.     We  can  only  reason  a  priori  on  the 
likelihood  of  success  of  such  an  experiment. ^^ 

Leaving  aside  difficulties  of  data- gathering  and  communica- 
tion,   which  are  certainly  aggravated  under  primitive  conditions, ^^ 
it  may  be  argued  that  centralized  allocation  presents  less  fornai- 
dable  obstacles  at  an  early  stage  in  a  country's  development  than  at 
a  more  mature  stage:    (1)   The  simpler  the  structure  of  the  econ- 
omy,   the  easier  it  becomes  to  coordinate  output  plans.      There 
are  fewer  interdependencies  among  the  different  sectors,    fewer 
"feedback  effects"  to  complicate  the  task  of  balancing  the  gross- 
output  targets  against  the  final-demand  requirements  they  must  be 
capable  of  supporting.      (2)   There  is  a  relatively  small  number  of 
investment  projects  to  coordinate.      (3)    Since  the  economy  in  the 
first  phase  of  its  industrialization  can  only  produce  a  limited  range 
of  goods,    many  of  the  essential  inputs  used  in  production  must  be 
imported;    shortages  on  the  resources  side  of  the  material  bal- 
ances arising  from  the  failure  of  existing  plants  to  fulfill  their  out- 
put plans  or  from  delays  in  launching  new  production  facilities  can 
be  made  good  without  disrupting  the  execution  of  the  plans  in  pro- 
cess by  importing  the  inputs  in  short  supply.^®     { Foreign- exchange 
reserves  must  be  set  aside  to  cope  with  such  emergencies;    but 
the  cost  of  immobilizing  foreign  exchange,    which  can  be  used  with 
great  flexibility,  should  be  less  of  a  burden  on  the  economy  than 
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the  accumulation  of  large  physical  inventories  in  each  branch  of 
industry  to  avert  shortages.     Whether  or  not  the  authorities  are 
bent  on  eventual  autarky,    in  the  meantime  dependence  on  foreign 
sources  of  supply  will  tend  to  facilitate  the  tasks  of  the  central 
planners. ) 

(4)  At  an  early  stage  in  a  centralized  economy's  development, 
production  techniques  can  be  borrowed  from  more  advanced  coun- 
tries and  disseminated  among  domestic  enterprises  through  func- 
tional lines  of  command  (the  ministries  and  central  directorates 
in  the  pre- 195 7  Soviet  scheme).     Every  new  plant  can  be  equipped 
by  central  organs  with  modern  equipment.     As  the  country  pro- 
gresses toward  economic  maturity,    a  higher  share  of  investments 
must  go  to  expanding  the  output  of  plants  already  in  operation. 
Technology  must  be  adapted  to  the  increasingly  complex  structure 
of  the  economy.      There  is  a  more  urgent  need  for  promoting  inno- 
vation and  rationalization  at  the  plant  level,    which  cannot  easily 
be  realized  in  a  centralized  system. 

Consonant  with  these  arguments,    which  have  been  mustered 
to  show  that  the  disadvantages  of  physical  planning  by  centralized 
methods  may  be  less  serious  in  a  primitive  than  in  a  developed 
economy,    is  the  opinion  advanced  by  Lange  that  while   "central- 
istic  methods  are  successful  in  achieving  rapid  industrialization," 
they  eventually   "create  obstacles  to  further  progress"  and  must 
be  replaced  by  a  more  efficient  organization  of  productive  forces. 

Whatever  Western  "developers"  may  think  of  the  advantages 
or  disadvantages  of  centralized  methods,    they  should  be  prepared 
to  dispense  their  advice  to  government  leaders  in  underdeveloped 
countries,    regardless  of  the  institutional  framework  of  their  econ- 
omy.     The  Soviet  bloc  does  not  have  a  monopoly  of  centralized 
methods.     Far  more  experience  has  been  accumulated  in  the  United 
States  and  in  Great  Britain  than  in  Russia  in  the  use  of  input-out- 
put and  linear  programming,    the  most  powerful  tools  developed 
so  far  to  aid  central  planners.      The  Soviets  and  the  Chinese,    who 
have  only  lately  overcome  their  doctrinal  inhibition  in  these  mat- 
ters,   still  have  a  long  way  to  catch  up.     Until  now  they  have  so  busy 
experimenting  with  the  new  methods  in  their  own  country  that  they 
have  not  had  the  time  or  the  intellectual  resources  to  spare  to  im- 
part their  newly  acquired  knowledge  to  the  underdeveloped  coun- 
tries. ^^    This  is  one  field  where  the  West  is  in  a  position  to  steal 
a  march  on  its  competitors  by  helping  countries  in  need  of  such 
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assistance.      To  do  this,    however,    the  West  will  first  have  to 
shake  off  its  own  inhibitions  concerning  national  planning  with 
"wartime  techniques." 

The  Soviet  Model  and  the  Questions  of  Size  and  Efficiency 

In  Cuba,    in  Ghana,    in  Guinea,    wherever  Western  institutions 
are  the  brunt  of  concerted  attact,    two  lines  of  criticism  are  level- 
ed at  "capitalism":    (1)  It  has  not  so  far  "induced  widespread  and 
fundamental  progress  in  a  brief  span  of  time  in  any  underdeveloped 
country;"     (2)  it  has  not  been  capable  of  absorbing  the  natural  in- 
crease of  the  labor  force  in  the  productive  forces  of  the  nations: 
the  army  of  the  unemployed  and  of  the  half- employed  has  kept 
growing  from  one  year  to  the  next.     Only  a  "socialist  structure," 
these  critics  assert,    can  realize  the  twin  objectives  of  swift  pro- 
gress and  full  employment.  ^^ 

The  detractors  of  development  by  free  enterprise  may  have 
only  a  vague  idea  of  the  communist  alternatives  they  propose.     For 
one  thing,    they  are  prone  to  overlook  the  disparity  in  size  and  re- 
source endowment  between  the  U.S.  S,  R.  and  China  and  their  own 
little  acre.     For  another,    they  are  not  always  conscious  of  the 
very  special  kind  of  development  they  are  bargaining  for.     They 
want  to  see  their  domestic  industry  grow  at  a  fulgurent  pace.     But 
are  they  willing  and  able  to  invest  20  to  25  per  cent  of  their  nation- 
al income  and  put  nearly  half  of  their  investments,    year  after  year, 
in  industry  alone,    as  the  nations  of  the  Soviet  bloc  have  consistent- 
ly done?     The  Indians,    it  is  worth  remembering,    only  invested  5 
per  cent  of  their  national  income  in  the  first  five-year  plan; 
they  planned  to  invest  10  per  cent  of  their  national  income  in  the 
second  five-year  plan,   but  there  have  been  severe  retrenchments 
in  the  last  year  or  so,    such  that  the  targeted  percentage  may  not 
be  achieved.     If  we  take  the  hard-core  investments   (part  A  of  the 
plan  according  to  the  revised  draft)  and  add  the  estimated  mone- 
tized investments  of  the  private  sector,    we  find  that  the  proportion 
of  large  and  medium  industry  in  this  total  comes  to  only  21  per 
cent;    village  and  small-scale  industry  would  add  at  most  2  percent- 
age points  to  this  figure;    if  power  development  is  counted  in  with 
industrial  investments,    the  proportion  rises  to  30-32  per  cent.    ^ 
This  is  still  a  long  way  from  the  Chinese  and  the  Soviet  proportions 
(49  to  5  1  per  cent  in  the  mid- 1 950 's)  or  even  the  proportion  in 
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Poland  and  Hungary  (41  to  48  per  cent  throughout  the   1950 's).^^ 
On  the  basis  of  available  Indian  data,    it  is  not  possible  to  com- 
pute  the  exact  share  of  these  industrial  investments  going  to  the 
consumer  goods  sector;    but  judging  from  the  volume  of  private 
investments  in  industry  and  from  the  preponderance  of  consumer 
goods  in  the  output  of  the  private  sector,    we  may  be  sure  that  this 
share  will  not  be  as  low  as   10  to  15  per  cent,    the  standard  range 
for  the  Soviet  bloc.     In  short,    the  pattern  of  capital  formation  is 
much  more  lopsided  in  the  Soviet-type  econonn.ies  than  in  the  Indian 
plan,    notwithstanding  its  much  trumpeted  emphasis  on  heavy  in- 
dustry. 

Thanks  to  their  extraordinary  high  rates  of  capital  formation, 
the  Soviet-bloc  economies  can  concentrate  the  bulk  of  their  invest- 
ments on  industry  and  still  have  some  resources  left  over  for 
building  up  their  social  overhead  or  infrastructure,    especially  in 
such  fields  as  technical  education  or  transportation,    which  are 
essential  to  industrial  progress.      The  Soviet  Union,    for  example, 
added  in  new  railway  construction  about  16  per  cent  to  the  length 
of  her  railway  network  from   1928  to  1940;   Communist  China  length- 
ened her  network  by  11  per  cent  frona  195  2  to  1955,    an  imposing 
feat.^^    The  smaller  nations  of  the  bloc,    however,    have  apparently 
had  less  margin  to  spare  and  have  not  added  as  much  to  their  over- 
head.     There  has  been  little  progress  in  Eastern  Europe  in  rail- 
way building  or  in  improving  roads;  ^*  with  respect  to  the  density 
of  their  railroad  and  highway  network,    Bulgaria  and  Rumania,    the 
poorer  mennbers  of  this  region,    still  lag  about  as  far  behind  their 
more  developed  neighbors  and  allies  as  they  did  fifteen  years  ago. 

In  the  construction  of  residential  housing,    the  performance  of 
the  Soviet  satellites  has  also  been  poor.     From  1949  to  1952,    when 
ambitious  industrialization  plans  had  been  launched  in  each  of  the 
satellites,    private  building  activity  fell  before  the  state  was  ready 
to  take  up  the  slack.     In  Hungary,    Poland  and  Rumania,    the  rate 
of  housing  construction  in  the  state  and  the  private  sectors  com- 
bined was  well  below  levels  achieved  in  the  1950 's  in  many  Asian, 
African,    and  Latin  American  countries  with  appreciably  lower  per 
capita  incomes.       (This  lag,    from  the  population's  viewpoint,    was 
quite  inopportune  at  a  time  when  rapid  urbanization  and  high  rates 
of  natural  increases  were  reinforcing  the  demand  for  housing.) 
After  the  death  of  Stalin,    residential  construction  was  stepped  up, 
reaching  a  highpoint  around  1958.     Significantly,    the  level  of  capital 
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formation  was  not  large  enough  to  build  more  houses  and  main- 
tain the  old  rate  of  industrial  and  other  non- residential  construc- 
tion.    Employment  in  socialized  building  enterprises  remained 
stable  or  fell  after   1953-1954,    as  did  investments  in  the  construc- 
tion sector  (in  building  machinery,    cranes  et   al.).     Housing  took 
an  increasing  share  of  a  stable  or  slowly  growing  investment 
fund.*^    Despite  this  increased  effort,    the  ratio  of  new  apartments 
built   to  the  entire  population  remained  less  than  in  any  Western 
European  country  with  the  exception  of  Spain.     It  was  a  fortiori 
less  than  in  the  Soviet  Union  which,    by  1958,    was  outpacing  West- 
ern Europe  in  the  construction  of  new  housing.^® 

Just  as  the  Soviet  Union  has  distinguished  itself  from  the  less 
industrialized  members  of  the  Soviet  bloc  in  recent  years  by  its 
ability  to  increase  simultaneously  the  volume  of  its  investments 
and  the  pace  of  its  housing  construction,    so  has  it  outdone  its 
allies  in  raising  urban  real  wages  while  naaintaining  very  steep 
rates  of  capital  formation.     In  Hungary,    Poland,    Bulgaria  and 
Rumania,    real  wages  fell  when  the  level  of  investments  was  rising 
at  a  fast  clip  from  1949  to  1952,    then  recovered  and  rose  beyond 
their  initial  levels  once  the  pressure  of  investments  subsided.  '^ 
The  recent  decline  in  Polish  real  wages   (since  mid- 195 9),    which 
coincides  with  the  acceleration  of  an  investment  drive  launched 
in  195  8,*°  lays  bare  the  conflict  between  growth  and  consumption. 
Until  now,    only  the  Soviet  Union,    with  its  great  gamut  of  resources 
and  its  capacity  for  taking  advantage  of  economies  of  scale  with- 
out sacrificing  its  autarkic  policies,    seems  to  have  succeeded  — 
at  least  in  postwar  years  —  in  raising  real  wages  during  a  period 
of  intensive  industrialization  and  rapid  growth. 

Have  the  satellites  solved  the  rural  overpopulation  problems 
which  beset  them  under  capitalism?     Solely  in  Czechoslovakia  and 
East  Germany  which  were  least  afflicted  with  this  trouble  before 
the  war.     In  Czechslovakia,    the  demand  for  manpower  in  industry 
and  in  tertiary  occupations  was  strong  enough  after  the  war  to 
cause  a  decline  in  the  agricultural  labor  force  and  eventually  to 
provoke  labor  shortages,    which  continued  even  after  the  growth  in 
the  volume  of  investment  had  tapered  off.    ^     In  the  semi- agrarian 
satellites,    which  could  afford  to  tap  much  more  labor  from  the 
farm  than  Czechoslovakia,    the  rise  in  employment  in  industry  and 
construction  was  very  fast  during  the  years  of  head-on  expansion 
prior  to  Stalin's  death,    then  slackened  in  the  four  years  that  followed. 
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The  most  striking  difference  between  the  two  periods  may  be  ob- 
served in  Hungary,    where  total  employment  outside  of  agricul- 
ture rose  by  54  per  cent  from  1949  to  1953,*^  then  failed  to  show 
any  progress  whatever  in  the  next  four  years.     In  Bulgaria,    Po- 
land,   and  Rumania  the  rate  of  increase  of  employmient  from  195  3 
to  1957  fell  at  least  50  per  cent  compared  to  the  three  or  four 
previous  years.     During  the  latter  period  migration  from  the 
countryside  was  not  enough  to  offset  the  natural  increase  of  the 
rural  population.     From  the  odd  data  at  our  disposal,    it  would 
appear  that  for  the  period  as  a  whole,    that  is  from  the  launching 
of  the  long-term  plans  in  the  late  1940 's  to  1956  or   195  7,    the  ag- 
ricultural working  force  increased  moderately  in  Bulgaria  and 
Rumania,    remained  about  stable  in  Hungary  and  declined  by  less 
than  0.5  per  cent  per  year  in  Poland  (from  1950  to  1960).*^     The 
Bulgarians  freely  admit  that  they  have  not  yet  succeeded  in  elimi- 
nating "a  surplus  of  hands"  in  agriculture:    indeed,    64  per  cent  of 
the  working  force  is  still  engaged  in  this  sector.*      True,    most 
of  the  underdeveloped  countries  for  which  data  are  available, 
also  show  a  rising  trend  in  their  agricultural  labor  force.     But 
the  employment  record  of  the  less  developed  satellites  will  not 
stand  comparison  with  that  of  other  countries  undergoing  rapid  in- 
dustrialization,   such  as  Italy  or  Japan  in  recent  years,    or  France 
and  Great  Britain  in  the  second  half  of  the   19th  century,    which  all 
succeeded  in  syphoning  some  of  their  surplus  farm  population  in- 
to other  occupations.*^ 

More  people  would  have  moved  off  the  land  in  South  Eastern 
Europe  and  in  Poland  if  labor  productivity  in  agriculture  had  not 
vegegated  at  pre-industrialization  levels.*^    After   1953,    in  order 
to  raise  living  standards  back  to  1948  or  1949  levels  more  food 
had  to  be  grown  in  the  region.     But  the  authorities  did  not  wish  to 
divert  enough  investments  from  industry  to  agriculture  to  bring 
about  any  radical  improvement  in  productivity.     Hence  a  large 
working  force  had  to  be  tied  down  to  work  on  the  farms,    and  only 
a  small  part  of  the  surplus  manpower  could  spill  over  into  other 
types  of  work. 

Some  of  the  difficulties  encountered  by  the  satellites  may  be 
traced  to  their  failure,  to  adopt  the  Soviet  model  in  its  entirety: 
until  1956,    only  10  to  30  per  cent  of  the  land  was  under  collectives 
in  Czechoslovakia,    Poland,    and  Rumania  and  about  55  per  cent  in 
Bulgaria.      The  threat  of  collectivization  hanging  over  the  peasantry 
and  the  harassment  of  better -off  farms  inhibited  private  investment 
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and  helped  keep  down  productivity.     But  in  the  last  two  years 
collectivization  has  been  proceeding  relentlessly  in  Bulgaria, 
Hungary  and  Rumania  and  will  be  completed  in  the  near  future. 
Investments  and  employment  have  also  resumed  their  expansion, 
at  almost  as  fast  a  pace  as  in  the  years    1949  to  1952.     The  cru- 
cial test  of  the  model  and  of  its  applicability  to  smaller  countries 
is  now  at  hand.     We  shall  presently  find  out  whether  the  state  can 
force  the  collectivized  peasants  to  market  a  larger  part  of  their 
food  output  to  meet  the  swollen  urban  demand  generated  by  the 
new  investments.     Increased  marketability  of  food  output,    together 
with  the  mechanization  of  the  most  labor-intensive  tasks   (which 
will  release  farm  workers  for  other  jobs),    are  the  immediate  ob- 
jectives of  collectivization.     If  the  second  wave  of  industrialization 
now  under  way  can  be  carried  through  without  a  reduction  in  the 
real  wages  of  urban  workers  or  a  further  deterioration  in  housing 
standards,    Soviet  strategy  will  be  vindicated  and  its  appeal  to 
underdeveloped  countries  enhanced.     Only  cynics  will  carp  over 
these  results  and  object  that  they  were  accomplished  in  the  main 
by  shifting  the  burden  of  industrialization  from  the  industrial  pro- 
letariat to  the  peasantry. 

Whether  or  not  this  experiment  succeeds  in  Eastern  Europe, 
whether  or  not  the  Chinese  can  continue  to  industrialize  at  break- 
neck speed  despite  their  agricultural  setbacks,    Western  economists 
should  seize  every  opportunity  of  conveying  the  available  evidence 
to  the  elite  public  in  underdeveloped  countries.     For  the  time  being, 
since  virtually  nothing  has  been  published  by  specialists  in  Soviet 
economies  in  these  countries,    fellow-travellers  have  taken  over 
the  field  in  their  absence.      Thanks  in  part  to  their  proselytizing 
efforts,    the  Soviet  strategy  of  development  makes  an  appeal  to 
many  economists  and  government  planners  -v^o  see  in  it  a  remedy 
for  the  ills  with  which  their  economy  is  afflicted  but  who  are  gen- 
erally oblivious  of  its  noxious  side- effects.     Western  scholars  can 
help  them  for  a  more  balanced  judgement.      They  need  not  lose 
their  scholarly  objectivity  in  so  doing;    for  it  will  be  to  the  advan- 
tage of  the  entire  non- communist  world  for  the  underdeveloped 
countries  to  develop  as  quickly  as  possible  —  borrowing  the  most 
appropriate  methods  wherever  they  may  be  found  —  provided  that 
the  choice  they  make  does  not  prejudice  their  national  independence 
and  integrity. 
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Notes 

1.  In  Cuba  and  Guinea,    where  enthusiasm  for  things  Soviet 
has  been  most  pervasive,    the  idea  of  utilizing  surplus  labor  — 
especially  during  the  slack  agricultural  season  — has  been  much 
propagandized  in  official  pronouncements.     In  Cuba,    the  newly- 
formed  agricultural  cooperatives  receive  from  INRA,    the  land 
reform  institute,    directives  on  the  crops  they  are  to  sow,    with 
due  regard  for  the  need  of  increasing  employment  and  reducing 
the  length  of  the  slack  season.      Cf.    Trimestrio  Economico,    July- 
September   I960,    vol.    27,    No.    107,    p.   435..     President  Sekou 
Toure,    in  a  speech  at  Kankan,    in  April  I960,    declared  that  the 
"human  investment"  of  seasonally  unemployed  labor  in  building 
dams  and  bridges  or  in  weaving  and  tanning  would  lead  to  a  "con- 
siderable accretion  in  the  means  of  production  and  in  rapid  so- 
cial development."    Cf.    L 'Avant-garde,    Casablanca,    28  May  I960. 
It  is  not  clear  whether  Toure 's  notion  of  "human  investment"  is 
derived  from  Nurkse's    "potential  saving,"  from  Chinese  sources, 
or  from  his  own  invention. 

2.  C.    Furtado,    "Reunion  de  economistas  de  oriente  y 
occidente,"  Trimestrio  Econonnico,    1958,    vol.    23,    p.   453.      Cur- 
iously enough,    Furtado  took  exception  to  the  use  of  world  prices 
in  trade  transactions  within  the  Soviet  bloc  because,    "if  one  takes 
into  account  the  imperfections  of  the  world  market,    which  im- 
perfections operate  mainly  against  underdeveloped  countries,    we 
must  conclude  that  the  repartition  of  the  benefits  of  trade  will  not 
be  to  the  disadvantage  of  the  more  developed  partners." 

3.  It  is  in  good  part  thanks  to  the  writings  of  the  English 
Marxist  Maurice  Dobb,    who  has  reinterpreted  Soviet  thought  and 
reality  in  a  form  acceptable  to  economists  trained  in  the  Western 
intellectual  tradition,    that  the  basic  principles  of  the  Soviet  model 
have  gained  such  currency  as  they  now  have  in  the  English-speak- 
ing parts  of  the  underdeveloped  world. 

4.  A  typical  Chinese  attitude  toward  development  problems 
is  mirrored  in  the  following  criticism  of  Joan  Robinson  and  Nur- 
kse:    "These  'hireling  scholars,'  — according  to  Hsiang  Ch'ung 
and  Hu  Ch'ing  —  long  ago  started  to  study  how  to  disseminate 
Keynes'  thought  to  colonial  and  semi-colonial  countries.  .  .  .      Their 
common  argument  is  that  the   'backwardness'  of  the  colonies  and 
semi- colonies  has  not  resulted  from  exploitation  by  imperialist 
and  feudal  forces  but  mainly  from  the   'lack  of  capital  and  popula- 
tion increase'.      The  purpose  of  the  followers  of  Keynes  in  dissem- 
inating this  preposterous  theory  is  but  to  keep  the  colonial  and 
semi-colonial  countries  permanently  in  a  state  of  backwardness." 
"Refuting  the  Views  of  Ma  Yin  Ch'u  on  the  Keynesian  Theory," 
translation  by  U_^  S.    Joint  Publications  and  Research  Service,    No. 
515  9,    I960,     Hong  Kong. 
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5.  Government  of  India,    Planning  Connmission,    Second 
Five  Year  Plan,  1956,   p.   23.     In  an  article  which  generally  fa- 
vors the  extension  of  the  public  sector,    an  Indian  economist  ex- 
presses hope  that  the  governnnent  will  avoid  extremes,   "because 
total  planning  as  Professor  Hayek  has  warned  us  means  total 
slavery."    See  K.    Mukerjee,    "Mixed  Economy  in  Theory  and 
Practice,"  Indian  Journal  of  Economics,  vol.    36,    October  1955. 
For  a  similar  point  of  view  denouncing  the  "totalitarian  type 

of  planning,"  see  the  review  by  S.  A.   Dane  in  The  Indian  Econo- 
mic Journal,   No.    3,    1959. 

6.  The  Egyptian  Economic  and  Political  Review,   vol.   5, 
No.   8,   August  1959,   p.    16. 

7.  L 'Avant-garde,    No.    74,    July  16,    I960,   p.    12. 

8.  L 'Avant-garde,   No.   29,   July  5,    1959,   p.   7. 

9.  Gabriel  Saab,   "Egyptiaji  Land  Reform,"  Middle  East 
Forum  (Beirut),   vol.    36,    No.    7,    July-August  I960,   p.   45. 

10.  Waltern  Frielingsdorf,   "Reformas  sociales  y  desarrollo 
economico, "  Nueva  Revista  Gubana,    No.    2,   July- September  1959, 
p.    147. 

11.  Robert  C.    Good,   "Sekou  Toure's  Guinea:    Tyranny  or 
Puritanism,"  African  Report,   vol.   5,   No.    10,    I960,   p.   6. 

12.  Second  Five  Year  Plan,    op.  cit.,   p.    25.     In  the  Philip- 
pines and  in  Japan,    strongholds  of  anti- communism  in  Asia,   the 
current  long-range  plans  also  call  for  the  priority  development 
of  heavy  industry.     In  the  Philippines,    "iron  smelting  and  steel" 
was  the  industry  at  the  top  of  the  priority  list  laid  down  for  the 
three-year  plan.     See  National  Economic  Council,    The  Three- 
year  Program  of  Economic  and  Social  Development,   Manila, 
undated,   p.    9.     In  Japatn,   the  plan  for  195  8-1962  is  to  center  on 
the  metal,   machinery,    and  chemical  industries.     See  Japanese 
delegation.    Regional  Conference  on  Public  Administration, 
Philippines,    New  Long-range  Plan  of  Japan,    mimeographed, 
1958,    p.   5. 

13.  M.  H.    Gopal,    "Allocation  of  Capital  Resources  in  a  Plan- 
ned Econorny,  "Jto^i^iJi  Econom3X_J^^  vol.    3,    No.    2,    October 
1955.  Gopal  was  animadverting  against  The  Eastern  Economist 
which  had  predicted  that  the  adoption  of  a  Soviet-type  stragegy 
would  lead  to  a  severe  restriction  of  consumption. 

14.  "The  socialist  countries,"  writes  V.    Kondratiev  disin- 
genuously, "share  the  view  expressed  at  one  time  by  the  Indian 
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Planning  Commission  that  naetallurgy  and  machine-building 
should  play  a  predominant  role  in  the  country's  industrialization, 
since  the  rate  of  progress  of  the  economy  as  a  whole  depends  on 
the  development  of  these  branches."     Cf.    Voprosy  ekonomiki. 
No.    11,    1958,    p.    74. 

15.  The  Soviets  claim  that  they  were  building  360  industrial 
plants  in  22  underdeveloped  countries  in  I960.     See  Voprosy 
ekononniki.    No.    6,    I960,    p.    64. 

16.  The  estimate  is  taken  from  a  translation  of  P.    J.   Iden- 
burg's  article  "Soviet  Russia's  Interest  in  Africa^"  Internationale 
Spectator,   vol.    14,    No.    1,    January  I960,    p.    10. 

,17.     B.    Dajani,   "American  and  Soviet  Aid,    a  Comparison," 
Middle  East  Forum,    No.    6,    June   I960,    p.    15. 

18.  United  States  Department  of  Commerce,    World  Trade 
Information  Service,    Statistical  Reports,    part  3,    5  9-22;    Gov- 
ernment of  India,    Department  of  Commercial  Intelligence  and 
Statistics,    Monthly  Statistics  of  the  Foreign  Trade  of  India, 
December  1958,    December  1959,    June  19d0;    Voprosy  ekononniki. 
No.    11,    1958,   p.    73. 

19.  Joseph  Berliner,  Soviet  Economic  Aid:    The  New  Aid 
and  Trade  Policy  in  Underdeveloped  Countries,    New  York,    1958, 
p.    157. 

20.  "The  Role  of  Planning  in  Socialist  Economy,"  Indian 
Economic  Review,    August  1958,    p.    3. 

21.  To  be  valid,    the  argument  calls  for  one  crucial  assump- 
tion:   the  institutional  arrangements  necessary  to  depress  the 
supply  price  of  labor  to  the  value  of  its  marginal  product  must  be 
socially  acceptable.     In  order  to  extract  the  margin  between  aver- 
age and  marginal  product  —  which  is  tantamount  to  the  rent  on 
the  land  —  the  central  authorities  may  have  to  impose  special 
tcLxation,    com.pulsory  deliveries,    or  even  to  foist  collectivization 
on  the  peasantry.     Insofar  as  we  wish  to  compare  the  decentralized 
model  with  a  command-type  system  where  the  state  would  have 

the  power  to  mobilize  surplus  labor,    then  it  is  correct  to  say  that 

wages  at  present  do  not  reflect  the  "real  scarcity"  of  labor  i.  e.  , 

the  scarcity  of  labor  under  these  alternative  institutional  arrangements, 

22.  This  point  is  elaborated  in  my  paper  "Balanced  Growth  and 
International  Specialization:    A  Diagrammatic  Analysis,"  forthcoming 
in  the  Oxford  Econonaic  Papers,    June  1 96 1 . 
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23.  Quoted  in  K.    Mukerjee,    op.  cit..    p.    228. 

24.  These  problems  arise  even  where  the  economy  has  been 
socialized:    in  Yugoslavia,    after  a  few  years  of  systematic  de- 
centralization,   when  the  authorities  were  apparently  intent  on 
realizing  something  like  a  "competitive  solution"  (governed  by 
planners'  preferences),    the  trend  was  reversed;    from  1954  on, 
direct  controls  were  again  clamped  on  the  prices  of  basic  raw 
materials  and  new  administrative  measures  were  taiken  to  regu- 
late the  investment  activities  of  enterprises. 

25.  In  a  comment  on  my  paper  made  at  the  Conference,    Pro- 
fessor Ta- Chung  Liu  of  Cornell  University  pointed  out  that,    in 
communist  countries,    the  pressure  applied  by  the  top  authorities 
on  local  officials  to  chalk  up  production  records  prompts  the 
falsification  of  output  data,    thus  distorting  the  information  gath- 
ered for  the  use  of  the  central  planners.     This  is  a  valid  point. 
There  are  two  questions  at  issue:    1)   Whether  such  distortions 

are  inherent  to  the  system;    2)  whether  they  are  widespread  enough 
to  cause  substantial  errors  in  planning.     My  own  feeling  is  that 
these  distortions  are  more  likely  to  be  important  in  agriculture, 
which  is  only  loosely  planned,    than  in  industry  where  stringent 
controls  on  allocation  and  inventories  provide  the  planners  with 
a  crosscheck  on  output  statistics. 

26.  Nonetheless,    a  study  of  the  planning  methods  used  in 
China  and  in  the  Balkans  might  yield  information  pertinent  to  this 
question.     We  should  like  to  know  for  instance  how  technological 
coefficients  and  other  information  on  the  production  functions  of 
enterprises  are  collected,    aggregated  and  transmitted  to  the 
center.     A  statistical  comparison  of  the  extent  of  over  fulfillment 
or  under  fulfillment  of  plans  in  the  different  sectors  might  give  us 
some  notion  of  the  accuracy  of  planning  and  of  the  role  of  buffers 
in  the  national  economy. 

27.  In  connection  with  its  discussion  of  the  role  of  physical 
and  financial  plans  in  the  Indian  development  program,    the  Plan- 
ning Commission  reports  on  the  difficulties  at  present  in  the  way 
of  forming  an  early  or  precise  judgement  as  to  the  progress  of 
performance  so  as  to  determine  the  size  and  content  of  the  next 
year's  programme.     Delays  in  collecting  data  for  assessing  per- 
formance in  the  current  year  are  laid  in  part  to  the  federal  struc- 
ture of  the  country.     See  Second  Five  Year  Plan,    op.  cit.,    p.    18. 

28.  We  should  expect  these  shortfalls  to  be  especially  serious 
at  an  early  stage  of  development:    there  are  fewer  enterprises, 
hence  smaller  chances  of  compensating  above-plan  excesses  against 
shortages;    delays  in  the  completion  of  one  or  two  large  factories 
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which  are  expected  to  contribute  a  substantial  part  of  total  out- 
put,   can  totally  upset  plan  fulfillment  in  other  parts  of  the  econonay. 
Finally,    possibilities  of  substituting  relatively  abundant  for  scarce 
materials  are  more  limited  than  in  economies  producing  a  wider 
range  of  goods. 

29.  The  Chinese,    it  would  seem,    are  popularizing  linear  pro- 
gramming,   or  what  passes  there  for  such,    with  the  same  ardor 
as  they  go  about  killing  flies  and  sparrows:    "In  six  months  over 
6,000  transport  employees  and  workers  learned  linear  program- 
ming. .  .  .      The  masses  sang  in  glory:     'Linear  programming, 
what  a  treasure!  '     There  is  an  increase  in  efficiency  with  a  de- 
crease in  time,    which  results  in  an  emancipation  of  manual  labor 
with  a  rise  in  production  and  education!  "    U.. ^.    Joint  Publications 
and  Research  Service,    Hong  King,    No.    5714,    29  October  I960, 
pp.    2  and  4. 

30.  W.    Frielingsdorf,    op.  cit..    pp.    143,    145;     Joseph  Ki- Zerbo, 
lecture  read  at  Bamoko,    Sudan,    L ' Avant- garde .    10  December, 
I960;    speech  by  Kojo  Botsio,    at  that  time  Minister  of  Foreign 
Affairs  of  Ghana,    in  Idenburg,    op.  cit.,    p.    11;    Sekou  Toure,    loc.  cit. 

31.  It  has  been  assumed  that  the  proportion  of  investments  in 
power  alone  to  investments  in  power,    irrigation,    and  flood  control 
would  be  the  same  in  the  "hard-core  version"  as  in  the  original 
version  of  the  plan.     Ministry  of  Infornaation  and  Broadcasting, 
India:    see  A  Reference  Annual  I960.    Calcutta,    I960,   pp.  202-207. 

32.  All  investments  are  gross  and  exclude  inventory  accumula- 
tion.     The  Polish  and  Hungarian  investment  data  on  which  the  pro- 
portions in  the  text  are  based  include  private  as  well  as  state 
investments   (in  Hungary,    the  only  private  investnaents  recorded 
are  those  financed  with  state  credits);    the  Soviet,    as  also  apparently 
the  Chinese  data,    omit  private  investments.     Sources:    Tsentralnoe 
statisticheskoe  upravlenie  pri  Sovete  ministrov  SSSR,    Narodnoe 
khoziaistvo  SSSR  v  195  8  godu,    Moscow  1959,    pp.    624-625;    Nauchno- 
issledovatelski  koniunkturnyi  Ins ti tut  MVT  SSSR,    Razvitie  narodnogo 
khoziaistva  Kitaiskoi  Narodnoi  Respubliki,    Moscow,    1956,    p.    11; 
Hungarian  Central  Statistical  Office,    Hungarian  Statistical  Yearbook 
1957,    Budapest,    195  9,    p.    5  8.     Glowny  Urzad  statystyczny  Polskiej 
Rzeczypospolitej  Ludowej,    Rocznik  statystyczny  195  9,    Warsaw,    1959, 
p.    65.     In  Rumania,    the  share  of  state  investments  going  to  industry 
averaged  55  per  cent  from.  1950  to  1959;    the  inclusion  of  private 
investments,    mainly  in  housing  and  agriculture,    might  lower  this 
figure  to  45-50  per  cent.     See  Rumanian  People's  Republic,    Cen- 
tral Statistical  Office,    Rumanian  Statistical  Pocket  Book  I960, 
Bucharest,    I960,    p.    164. 
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33.  Razivitie  narodnogo  khoziaistva.  .  .    op.cit.,    p.    34;    Hol- 
land and  Hunter,  Soviet  Transportation  Policy,    p.    365. 

34.  In  Hungary,    Poland,    Rumania  and  Czechosloveikia,    the 
length  of  railway  lines  rose  by  4  per  cent  or  less  from  1949  to 
1958  or  1959;    it  rose  by  13  per  cent  in  Bulgaria  from  1948  to  1959. 
The  length  of  hard- surface  roads  increased  by  5  per  cent  in  Po- 
land from  1947  to  1958  and  by  3  per  cent  in  Hungary  ( 1950  to  195  7). 
There  was  a  decrease  in  the  length  of  first-class  roads  in  Bulgaria 
and  Rumania  from  1952  till  1958.     See  Statistical  yearbooks  men- 
tioned above:    also,    Statni  urad  statisticky,    Statisticka  rocenka 
Republiky  Cekoslovenske,    Prague  195  9  and  Tsentralono  statistich- 
esko  upravlenie  pri  minister skiya  syvet,    Godishnik  na  Narodna 
Republika  Bylgaria  1959.    Sofia,    1959. 

35.  The  length  of  railways  per  square  kilomieter  in  Czecho- 
slovakia,   Poland  and  Hungary  is  between  1.8  and  2.5  times  as 
great  as  in  Bulgaria  and  Rumania  which  have  nearly  the  same  den- 
sities.    Differences  of  the  same  order  of  magnitude  exist  for  high- 
ways,  but  the  statistics  are  not  fully  comparable. 

36.  In  Hungary,    60  to  70  square  meters  of  floor  space  of 
residential  housing  were  built  per  1000  inhabitants  frona  1951  to 
195  3;    in  Rumania  comparable  figures  were  126  to  137  for  1951 
to  195  3;    in  Poland  112  to  131  for  1950  to  195  3  (in  urban  areas 
only,    approximately  150  to  160  square  meters  were  built  per  1000 
urban  inhabitants).     In  the  statistics  that  follow,    the  population 
covers  approximately  the  same  geographic  area  as  the  area  the 
floor  space  refers  to.      The  underdeveloped  countries  listed  below 
built  more  than  200  square  meters  per  1000  inhabitants  in  the 
mid- 1 950 's:    Chili  (urban),    Colonabia  (urban),    Jordan  (urban), 
Syria  (nine  principal  towns),    Trinidad  (cities  and  main  rural  areas), 
Kenya  (six  towns),    and  Lybia  (capital).     Korea  on  the  basis  of 

ten  largest  cities,   had  a  rate  averaging  110,    Costa  Rica  (capital) 
130-160,    Peru  (capital)   70.      Comparable  data  for  other  under- 
developed countries  were  unavailable.      Cf.   for  Hungary,    Poland, 
and  Riimania,    the  statistical  yearbooks  already  cited;    for  the 
construction  statistics  of  underdeveloped  countries:    United  Nations, 
Statistical  Yearbook  195  8;    for  demographic  statistics:    United  Na- 
tions,   Demographic  Yearbook  1955  and  195  7. 

37.  In  Poland  the  share  of  housing  in  state  investments  rose 
from  8-10  per  cent  from  1949-1952  to  15  per  cent  in  1957-1958, 
in  Bulgaria  from  2-3  per  cent  in  1950-1952  to  4-6  per  cent  in 
1954-1956,    in  Rumania  from  3  per  cent  in  1950-1952  to  6  per  cent 
in  1955  to  1958.     In  Hungary,    communal  investments,    nearly  two 
thirds  of  which  go  to  housing  showed  no  significant  increase  as  a 
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proportion  of  total  state  and  private  investments  from  1951  to 

1956,  then  rose  sharply  in  195  7.  Cf.  Statistical  yearbooks  cited 
and  Republica  Populara  Romina,  Direct^a  CentralcL  de  Statistic^., 
Anuarul  Statistic  al  R.  P.  R.    1959.   p.    208. 

38.  A  comparative  table  will  be  found  in  the  Polish  Rocznik 
statystyczny  1959,    p.   461. 

39.  The  Hungarians  confess  to  an  average  15  per  cent  drop 
in  the  real  wages  from  1949  to  1952  for  workers  and  employees. 
See  Statistical  Yearbook  1957,    p.    269.     According  to  the  United 
Nations'  Economic    Commission  for  Europe,    real  wages  in  Poland 
fell  by  12  per  cent  from  1949  to  1953.     See  "The  Polish  Economy 
since  1950,"  Economic  Bulletin  for  Europe,    vol,    9,    No.    3,    1957, 
p.    35.     Evidence  on  real  wages  in  Bulgaria  may  be  found  in  R.  P. 
Rbchlin,    Die  Wirtschaft  Bulgariens  seit  1945,    Berlin,    1957,    pp. 
28-29.     The  deterioration  in  Rumania  can  be  inferred  from  con- 
sumption statistics  and  from  other  indirect  evidence. 

40.  United  Nations,    Economic  Bulletin  for  Europe,    vol.    12, 
I960,    No.    1,    p.    16. 

41.  From  1948  to  1958,    the  number  of  persons  working  in  ag- 
riculture fell  by  just  over  20  per  cent  Cf.    Statisticka  rocenka.    p.    92, 

42.  Hungarian  Central  Statistical  Office,    Statistical  Yearbook 

1957.  p.    65. 

43.  The  Bulgarian  agricultural  labor  force  rose  from  approxi- 
mately 2.5  million  in  1948  to  2.7  million  in  1956.      (The  1948  figure 
was  computed  from  the  Statisticheski  godishnik  195  9,    p.    56,    and 
from  percentages  in  Planove  stopanstvo.    Sofia,    vol.    12,    No.    5, 
1957,    p.    59;    the  1956  figure  is  from  the  I.  L.O.  's  Yearbook  of 
Labor  Statistics   1  95  9.)     According  to  the  official  Polish  communi- 
que on  the  preliminary  results  of  the  I960  census,    the  agricultural 
population  declined  from  11.7  million  in  1950  to  11.2  million  in 
I960.      See  Trvbuna  Ludu.    28  February,    1961.     Estimates  for  Hun- 
gary and  Runnania,    prepared  by  the  U.  S.    Bureau  of  the  Census  on 
the  basis  of  official  data,    were  collected  and  made  available  to 

me  by  Nicolas  Spulber. 

44.  D.    Penkov,    "Za  pravil'no  i  pelno  ispolzuvanie  na  trudovite 
reservy  v  TKZS"   (For  a  rational  and  complete  utilization  of  labor 
resources  in  collective  farms)    Planove  stopanstvo^    No.    5,    1957, 
p.    57. 

45.  The  Italian  agricultural  labor  force  was  estimated  at  8,84 
million  in  1936,    at  8.26  million  in  1951  and  6.4  million  in  195  8. 
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In  Japan  the  agricultural  labor  force  fell  from  17.8  million  in  1947 
to  17.2  million  in  1957;    during  this  same  decade  the  total  labor 
force  rose  by  9.8  million  persons  Cf.   I.  L.  O.,    Yearbook  of  Labor 
Statistics   1938,    1948,    1959.     During  the  second  half  of  the  19   th 
Century,    the  British  agricultural  population  declined  by  approxi- 
mately 1.5  to  2  per  cent  per  year.     In  France  it  also  declined 
steadily  but  at  a  much  slower  rate  Cf.    Bert  Hoselitz,    "Entre- 
preneurship  and  Capital  Formation  in  France  and  Britain  since 
1700,  "  in  Capital  Fornriation  and  Economic  Growth,  N.  B.  E.  R., 
1953,    p.    164;    M.  A.    Reinhard,    Histoire  de  la  Population  Mondiale 
de  1700  £  1948,    Paris,    1949,   p.    243. 

46.      The  output  of  foodstuffs  and  livestock  products  in  Hun- 
gary,   Rumania  and  Poland  barely  recovered  prewar  levels  by 
195  3;    since  then  output  has  stagnated  in  Hungary;    it  has  risen  20 
to  30  per  cent  in  the  other  two  countries.     In  Bulgaria,    there  was 
almost  no  increase  in  the  gross  output  of  plant  or  animal  produc- 
tion from  1948  to  1956;    the   "leap  forward"  in  1957  and  1958, 
which  coincided  with  a  vigorous  collectivization  drive,   may  easily 
be  due  to  statistical  trompe  I'oeil.     See  Statisticheski  godishniak, 
op.  cit.,    p.    112. 


Teaching  and  Research 
in  Soviet  Economics 


COMMUNIST  ECONOMICS  AND  OUR  ECONOMIC  TEXTBOOKS 

Peter  Wiles 

"Bourgeois  economics  is  the  economics  of  socialism; 

Marxist  economics  is  the  economics  of  capitalism" 

Modern  Polish  proverb. 

I  am  asked  to  answer  the  question,    what  influence  has  Com- 
munist or  Marxist  economics  had  upon  Western  economic  thought? 
When  the  fully  satisfying  answer  to  a  question  is  the  one  word 
'*None",    the  sagacious  examinee  nevertheless  pads  out  his  paper 
with  many  a  "but  it  might  have  .  ..."  or   "but  it  should  .  .  .  ". 
Though  long  happily  graduated  to  the  Nirvana  of  inexaminability, 
I  have  not  forgotten  this  tactic. 

First,    why   "None"?     The  reason  is  to  be  sought  at  a  distant 
period  of  economic  history.     At  the  origin  of  our  economic  theory 
lies  the  Jevons-Menger  revolution,    which  overthrew  the  labour 
theory  of  value.     If  any  one  general  proposition  is  the  key  to  West- 
ern economics  it  is  the  primacy  of  demand:    whereas  Marxism 
clings  to  the  old  primacy  of  supply,    and  upon  the  refutation  of 
that  in  the   1870 's  everything  rests.     It  would  have  been  surpris- 
ing indeed  if  an  economics  based  on  an  entirely  incorrect  theory 
of  value,    and  utterly  innocent  of  the  very  notion  that  resources 
are  scarce  and  ends  complete,^ should  have  greatly  influenced  a 
new  tradition  that  was  founded  precisely  upon  its  ruins. 

Only  one  influence  did  Communist  experience  have  upon  us 
until  recently,  and  that  a  very  unfortunate  one.      The  failure  of 
"War"  Communism  and  the  switch  to  the  N.  E.  P.   was  a  colossal 
admission  of  failure  of  one  particular  type  of  centrally  planned 
economy.     It  was  well  described  by  a  Western  economist  who  had 
been  an  eye-witness, ^in  a  book  that  became  a  primary  source  for 
the  Mises-Hyek  school  of  thought.^      "Socialism",    it  was  inferred, 
(a)   cannot  allocate  resources  rationally,    and  (b)   so  can  scarcely 
function  at  all.      Curiously,    and  very  typically,  the  revival  of 
central  planning  under  Stalin  gave  birth  to  much  descriptive  ma- 
terial of  a  high  order,   but  until  this  day  it  has  had  scarcely  any 
influence  on  our  discussion  of  resource  allocation  under  socialism.* 

Our  next  great  achievement  and  pride  is  the  Keynesian  revo- 
lution.     This  is  not  without  its  foreshadowing  in  Marx,    one  of  the 
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pioneers  of  national  income  analysis  and  a  very  qualified  believer 
in  Say's  Law.^     But  Keynesian  concepts  and  remedies  apply  only 
to  market  economies,   for  only  they  can  contract  Keynesian  dis- 
eases.    Subsequent  Marxists,    with  the  honourable  exception  of 
Rosa  Luxemburg,^    have  contributed  nothing  at  all  to  the  analysis 
of  unemployment  in  market  economies.     Indeed  they  have  strongly 
resisted  Keynesianism  as  a  reformist  and  —  worse  —  a  success- 
fully reformist  doctrine. 

One  or  two  small  items  did  indeed  get  through  in  early  days, 
but  an  exajniner  might  well  make  mention  of  them  as  irrelevant; 
for  they  are  not  Marxist  at  all  but  the  work  of  Western-trained 
Russians  who  had  remained  behind  and  were  allowed  to  publish 
during  the  liberal  period  of  the  N.  E.  P.     I  refer  to  the  work  of 
Kon'us  on  index  numbers,    and  of  Kondratief  on  trade  cycles.^ 
One  might  as  well  take  Pasternak  as  a  proof  of  Western  interest 
in  Soviet  literature. 

Again  there  are  things  that  certainly  should  have  influenced 
the  West  but  did  not.     The  "strategy  and  tactics  of  economic  growth' 
were  first  discussed  not  in  the  West  but  by  Russian  Marxists. 
Crude  and  lacking  rigour,    they  produced  a  fine  crop  of  ideas  dur- 
ing the  N.  E.  P.  ,    only  now  becoming  known  through  the  insight  and 
inquisitiveness  of  Alexander  Erlich.®    Many  of  these  ideas  resemble 
those  of  our  own  growth  economics.     But  some  are  still  new.     A- 
gain  linear  programming  was  invented  by  a  Russian  in  1939.'    Had 
we  sufficiently  attented  to  Soviet  learned  journals  we  could  have 
brought  forward  its  development  by  6  years.^°  But  here  too  I  am 
in  dajiger  of  falling  into  irrelevance,    since  its  Russian  inventor 
had  at  that  time  no  notion  he  was  writing  economics.     No  one  was 
more  surprised  than  Professor  Kantorovich  when  an  apparently 
innocent  mathematical  tool  for  nmanagers  blossomed  into  a  threat 
of  revolution  to  the  whole  of  Soviet  planning  and  Marxist  value 
theory,    and  was  shown  to  correspond  with  certain  bourgeois  con- 
ceptions.    Kantorovich's  invention  does  not  stem  from  Marxist 
economics  or  even  in  any  special  way  from  Soviet  experience; 
this  particular  lightning  might  have  struck  any  mathematical  gen- 
ius in  any  country. 


The  Flow  of  Ideas  and  the  Communist  Experience 

Only  very  recently  has  there  been  much  traffic  in  ideas  and 
experience  at  all.      The  most  intellectually  exciting  event  has  been 
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the  flow  from  us  to  them  of  the  activity  analysis,    complete  with 
its  recognition  of  the  scarcity  of  resources,    its  prices  for  lajid 
and  capital,    and  its  preference  for  margins  over  averages. ^^ 
But  this  is  not  our  subject.     In  the  reverse  direction  I  find  it  dif- 
ficult to  detect  much  flow  even  down  to  the  most  recent  date.     I 
must  exclude  of  course  the  work  of  Western  Marxists  like  Dobb, 
Baran  and  Sweezy,    and  of  that  great  pure  Ricardian,    Piero  Sraffa: 
these  are  merely  geographically  misplaced  persons,    intellectual 
exiles  in  partibus  infidelium.     Again  much  of  Mrs.    Robinson's 
work^^  is  certainly  an  attempt  to  square  the  circle,    ajid  marry 
Marx  to  Menger  and  Keynes;    but  she  owes  nothing  to  any  Soviet, 
Yugoslav  or  even  Polish  thinker.     Indeed  how  could  she?     None 
of  them  is  worthy  her  steel,  and  few  have  even  been  permitted  to 
think  freely.^'    She  harks  back,    as  do  full-time  Western  Marxists, 
to  the  master  himself. 

Obviously  Marx  was  a  great  economist  with  a  free  mind.     Yet 
there  are  other  great  economists  with  free  minds,    long  dead,    whosi 
work  seems  equally  strange  to  us.     Might  not  Sismondi  or  Ricardo 
provide  as  much  stimulus,    and  might  it  not  be  as  rewarding  to 
try  to  re-interpret  them  in  modern  terms?     Alternatively;    has 
not  Marx  been  re-interpreted  to  death?     Surely  this  vein  is  ex- 
hausted?    My  own  approach  has  always  been  that  the  things  Com- 
munist planners  do,    and  the  problems  Communist  economists 
discuss,    are  more  important  and  interesting  than  the  answers 
their  theoreticians  give,    whether  we  speak  of  the  great  dead  or 
the  petty  living.     Marx  is  of  course  vastly  important  for  our  un- 
derstanding of  why  communist  do  things,    and  our  sense  of  what 
they  might  do  next.     It  is  quite  false  that  he  left  no  blueprint  for  a 
socialist  society;    on  the  contrary,   from  his  many  obiter  dicta  a 
surprisingly  detailed  scheme  can  be  constructed,^*    without  which 
we  study  contemporary  Communism  at  our  peril.     We  need  Marx, 
then,    as  a  Moslem  missionary  needs  the  Bible:   not  to  tell  us  a- 
bout  God  but  about  the  infidel.     And  it  is  the  life  of  the  infidel  that 
interests  us,     "Life",    as  Lenin  used  to  say,   "teaches  us  so  much.  " 
My  own  imagination  is  feeble,    and  is  more  readily  fired  by  prob- 
lems that  factually  arise  than  able  to  think  up  good  questions  in  an 
armchair.     At  least  the  real  problems  are  certain  to  be  important; 
the  factitious  ones  will  have  reference  to  reality  only  by  chance. 

Surely  then  if  we  concentrate  on  what  "some  defunct  economist' 
once  said  we  are  less  likely  to  produce  important  or  even 
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interesting  results  than  if  we  look  about  us.     Economics  is  a 
science  —  of  a  kind:    there  is  no  substitute  for  fact.     Have,    then, 
the  current  problems  of  Communist  economics  much  influenced 
the  West? 

The  two  obvious  fields  are  resource  allocation  under  central 
planning,    and  the  strategy  of  economic  growth.     Now  in  the  former, 
as  we  have  seen,    the  flow  of  ideas  has  been  exclusively  from  West 
to  East;    and  this  is  neither  surprising  nor  regrettable,    since  Marx 
had  nothing  to  contribute  on  this  subject  and  his  successors  have 
simply  made  a  muddle  of  it.     All  the  same  Communist  experience 
has  thrown  a  flood  of  light  on  the  practice  of  centrally  planned 
resource  allocation,    and  it  is  certainly  regrettable  that  none  of 
this  figures  in  ordinary  accounts  of  the  matter.     I  refer  in  parti- 
cular to  the  chapters  on  planning,    resource  allocation  and  the 
Western  war  economy  in  elenaentary  textbooks.      These  draw  far 
too  little  —  often  not  at  all  —  on  the  far  more  extensive  Commun- 
ist experience,    in  peace  and  war,    of  the  same  problems.    See 
the  appendix  below,    pg  98  ff. ). 

As  apposed  to  a  long  tale  of  muddle  and  waste  in  resource 
allocation,    the  Communist  strategy  of  economic  growth  has  plain- 
ly paid  off.     Just  as  backward  countries  take  most  interest  in  this 
aspect,    so  should  the  economic  theorist.     For  here  alone  Commun- 
ist practice  is  not  only  different  but  successfully  so.     But  precisely 
here  is  the  need  for  critical  awareness  greatest:    which  Communist 
policies  make  them  grow  faster  than  others?     how  much  should  we 
discount  the  apparent  growth  rates  for  irrational  resource  allo- 
cation?    can  any  individual  Communist  policies  be  in  fact  counter- 
productive?    which  of  them  is  compatible  with  political  freedom.? 
with  a  market  economy?    —  and  so  on. 

In  all  this  again  Western  writers  neglect  their  duty,    indeed 
scandalously  neglect  it.     I  refer  this  time  in  particular  to  the  text- 
books on  economic  growth.    (See  the  appendix  again).      The  neglect 
is  still  more  scandalous  in  international  trade  textbooks,    as  is  . 
also  shown.      The  complement  to  neglect  by  writers  of  textbooks 
is  the  silence  of  Sovietologists.      We  of  this  latter  kind  are  still 
too  much  immersed  in  our  own  problems.     With  honourable  ex- 
ceptions we  all  too  seldom  venture  into  the  general  field,    and  there- 
by we  bear  a  heavy  burden  of  guilt  for  the  faults  noted  above.     It 
is  pre-eminently  our  business  to  relate  our  findings  to  the  rest 
of  the  subject.     The  accursed  tradition,  strongest  I  think  in  USA, 
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of  specialisation  is  responsible  here.      To  be  sure  it  is  also  only 
in  the  U,  S.  that  so  simple,   nmassive  and  original  a  programme  could 
have  got  under  way  as  that  to  teach  economists  Russian  and  make 
them  apply  Western  concepts  to  a  Communist  economy.     Before 
this  great  act  of  courage  we  were  all  stumbling  in  the  dark.     One 
is  not  absurdly  reminded  of  that  greater  act  of  American  research 
courage,    when  the  Manhattan  Project  covered  acres  with  uranium 
separators,    regardless  of  expense  to  get  enough  U235  for  the 
bomb.     But  now  the  heroic  period  is  over:    the  facts  are  now  known, 
the  concepts  forged,    yet  the  impact  is  minimal.      For  it  is  per- 
haps especially  in  the  U.S.  that  if  a  subject  gets  a  separate  name  to 
itself,    it  becomes  a  speciality  on  the  spot.     You  are  either  in  it 
or  not  in  it.      To  this  contributor  the  boundaries  of  specialities 
have  an  irrestible  fascination:    on  inspection  they  invariably  dis- 
appear,   and  what  looked  like  a  fence  turns  out  in  every  single 
case  to  be  a  fertile  but  unploughed  strip.      Consider  the  manifold 
connexions  between  Communist  economics  and  : 

labor  economics  (worker's  control,   the  role  of  unions  in  a 
planned  economy,    the  attitude  of  unions  to  workers' 
control,    etc.) 

British  economic  history  (compare  collectivisation  with  en- 
closure:   did  Britain  stress  heavy  industry?     is  there 
perhaps  some  "law  of  initial  impoverishment  of  the  pro- 
letariat"? etc.) 

monetary  economics   (describe  the  Soviet  banking  system  in 
Western  terminology!). 

The  boundaries  between  neighbouring  subjects  are,    I  suggest,    the 
products  solely  of  timidity,    chance,    and  what  the  philosophers 
call  the   "material  mode  of  speech":    the  delight  in  reifying  names, 
when  there  is  no  reason  at  all  why  those  names  should  represent 
any  genuine  thing.     Everyone  should,    of  course,    be  a  specialist 
in  something,   but  there  is  every  reason  why  his  chosen  area  should 
overlap  other  people's  areas,    none  why  it  should  coincide. 


The  Study  of  Marxian  Practice 

It  is  therefore  scarcely  worth  while  discussing  the  influence 
of  Communisnn  on  Western  economics,    so  minimal  has  it  been.^^ 
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Rather  let  us  ask  what  it  ought  to  be.     In  economics  there  are 
at  present  "two  truths."     There  is  the  mainstream  of  Western 
economic  theory  and  practice  —  which  are  now  perhaps  just  suf- 
ficiently close  together  to  be  called  a  unified  whole.      The  new 
economics  of  underdeveloped  countries  fits  in  well  enough  with 
this  theory  and  practice,    since  it  has  grown  out  from  it  and  fed 
back  into  it.     On  the  other  hand  Marxian  theory  cannot  with  de- 
cency be  called  a  truth  at  all.     But  what  of  Marxian  practice? 
The  things  that  1,000  million  people  do,    actually  happen.     It  is 
vital  that  we  understand  them  for  cold  war  purposes.     It  is  equal- 
ly vital  for  our  own  good  intellectual  conscience.     It  is  an  academic 
scandal  that  we  do  not  understand  the  economics  of  one  third  of 
humanity.     Truth  is  a  unity:    if  our  theory  is  valid  either  its  fac- 
tual premises  do  not  hold  under  Communism  or  it  applies  with 
full  rigour.     If  it  fails  that  test  it  is  wrong.     I  am  very  far  indeed 
from  suggesting  that  it  does  fail.     I  only  ask  that  the  test  be  re- 
gularly applied. 

Let  me  make  maximal  and  absurd  claims,    if  only  to  estab- 
lish the  validity  of  more  reasonable  ones.     It  is  somietimes  objected 
that  Communist  economics  is  a  mere  area  study:    a  place  where 
the  same  principles  on  the  whole  apply,   but  a  different  selection 
from  them;    where  the  basic  factual  premises  happen  to  be  some- 
what "abnormal."    Now  in  a  sense  this  is  entirely  true.     But  Com- 
munism is  not  an  area  study  as,    say,   the  Middle  East:    it  is  not 
just  that  water  is  scarce  and  oil  royalties  exceed  other  tax  revenues. 
We  require  here  no  nnerely  marginal  adjustnnents  of  perspective. 
Communism  is  an  area  study  even  as  capitalism  is  an  area  study. 
Every  time  we  use  a  factual  example  we  leave  pure  theory  for 
some  kind  of  area  study.     Much  of  the  normal  textbook  is  a  mere 
introduction  to  the  economics  of —  what?  the  NATO  powers,  Swit- 
zerland,   Sweden  and  Australasia.     It  has  little  relevance  to  under- 
developed countries,    still  less  to  Conamunist  ones.     If  it  shows 
how  more  than  one  half  of  the  world's  income  is  produced  it  still 
describes  only  a  fifth  of  humanity. 

This  may  be  enough  if  we  are  producing  technicians  for  our 
own  businesses  and  civil  services.     But  it  is  an  intellectual  dis- 
grace,   and  on  merely  practical  grounds  it  will  not  do  at  all  if  we 
are  to  send  advisers  to  under- developed  countries.     For  they 
demand  of  an  economist  that  he  know  not  only  about  private  pea- 
sants but  also  how  to  collectivise  them  —  in  the  Soviet,    the  Chinese, 


Communist  Economics  and  our  Textbooks  89 

the  Yugoslav  and  the  Polish  way.      They  want  to  know  whether  the 
primacy  of  heavy  industry  is  a  corrective  developmental  policy. 
One  cannot  bring  to  the  service  of  such  a  country  merely  expert 
knowledge  of  anti-trust  or  econometrics;    a  knowledge  of  Com- 
munism is  a  sine  qua  non  for  a  Western  adviser. 

For  of  course  if  economics  is  one  and  truth  is  one,    a  West- 
ern adviser  must  recommend  Communist  techniques  where  he 
considers  them  appropriate.      Voluntary  collectivisation,    for  in- 
stance,  has  worked  after  a  fashion  in  Mexico  and  Isreal.     In 
those  two  countries  at  least  nnany  farmers  want  it.      Quite  plainly 
the  accounting  system  of  the  kolkhoz,    or  the  payment  of  land  rent 
to  members  in  Rumanian  collectives  Type  I,    cannot  be  ruled  out 
simply  because  Communist  collectivisation  involves  blood  and 
force. 

And  if  there  are  good  reasons  in  a  given  case  for  rejecting 
all  collectivisation,   who  will  listen  to  a  so-called  agricultural 
expert  who  says  so,    but  doesn't  know  the  meaning  of  the  word 
trudoden'? 

One  other  extreme  claim:    economics  is  not  only  a  science 
but  part  of  a  liberal  education.      Some  parts  of  it,   then,    are  "what 
every  gentlennan  should  know."    Now  these  parts  are,    of  course, 
the  institutional  and  not  the  econometrical  parts:    a  point  all  too 
often  forgotten  these  days.     Consider  a  student  who  gets  straight 
Bs:   how  much  in  ten  years'  time  will  he  retain  of  a  particular 
Keynesian  model?     The  answer  is  of  course  nothing  at  all,   not 
even  if  he  works  in  the  Treasury  or  Department  of  Commerce. 
But  suppose  we  tell  him  about  the  Managerial  Revolution  in  USA, 
or  what  the  Yugoslavs  did  to  their  economy  in  1950.     I  have  no 
empirical  data,   but  surely  our  ordinary  knowledge  of  human  na- 
ture tells  us  that  he  will  indeed  retain  something.     It  may  be  replied 
that  we  want  him  to  have  understood  an  econometric  model,    just 
as  an  art  student  should,    it  is  said,   have  forgotten  anatomy.      There 
is  force  in  this,   but  it  must  not  be  at  the  cost  of  institutional  blind- 
ness.    Institutions  are  not  as  easy  to  understand  as  all  that,    and 
their  significance  may  easily  be  naissed  by  those  without  a  proper 
grounding.     Read  any  elementary  textbook  by  a  mathematical 
economist,    and  it  beconnes  instantly  apparent  how  difficult  it  is 
for  very  intelligent  people  to  understand  institutions.     It  follows 
that  if  Communism  is  to  bulk  larger  in  our  teaching  it  must  do  so 
in  the  guise  of  a  more  rigorous  "comparative  institutions." 
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Pedagogically,   the  forms  of  Communism  have  many  advan- 
tages as  a  teaching  subject.     Consider  for  instance  the  connexion 
between  War  Communism  and  the  direction  of  labour,    or  between 
Stalin's  retention  of  nnoney  in  the  five  year  plans  and  the  free 
market  in  labour.      Contrast  Polish  and  Yugoslav  forms  of  workers' 
control,    or  Chinese  people's  communes  with  Soviet  collective; 
farms.     Each  of  these  differences  is  as  great  in  merely  economic 
terms  as  that  between  Conamunism  as  a  whole  and  capitalism  as 
a  whole,  and  it  can  be  seen  that  many  social  and  econonaic  conse- 
quences flow  directly  from  the  mere  form  of  organization.     There 
is  such  a  thing  as  the  inner  logic  of  economic  organizations,    and 
it  is  a  respectable  discipline.     Ever  since  1917  the  idea  that  in- 
stitutionalism  is  an  easy  subject  has  been  really  out  of  date;   it 
has  thrived  only  on  the  incompetence  of  its  practitioners. 

In  one  sense  this  kind  of  talk  is  very  previous.     There  is  no 
general  work  even  for  graduates  yet  in  this  field,    there  has  been 
no  consecutive  attempt  to  apply  the  tools  of  Western  theory  to 
all  the  problems  of  Communism  within  the  covers  of  one  book. 
It  will  be  some  years  yet  before  that  book,   if  it  ever  comes,   will 
be  followed  by  an  elementary  textbook.     But  I  still  think  it  would 
be  instructive  to  foreshadow  here  such  a  textbook;    or  —  it  is  the 
same  thing  —  to  redistribute  the  emphasis  in  economics,    and 
present  its  ideas  in  such  a  sequence  that  Capitalism  ceases  to 
seem  obvious  and  Communism  peculiar. 

Broad  Outline  of  an  Economics  Textbook 

One  may  pause  here  to  reflect  on  the  curious  position  of  the 
economics  textbook,    on  either  side  of  the  Iron  Curtain.     Very 
few  sciences  try  to  present  themselves  in  summary  form  to  the 
beginner.        The  attempt  is  ambitious;    its  success  would  be  a  tour 
de  force.     Other  subjects,    and  especially  other  hunaanities,    are 
approached  by  more  thorough  and  more  partial  introductions. 
But  the  tradition  is  deeply  ingrained,    in  economics  and  if  there 
are  to  be  summaries  it  matters  what  goes  into  them.      The  consen- 
sus of  the  profession  as  to  what  the  chapter  headings  in  these  sum- 
maries shall  be  determines  what  is  important  and  what  unimportant, 
what  well  and  what  ill  regarded;    it  determines  the  shapes  of  econo- 
mics departments  and  the  shapes  of  students'  minds.     It  is  therefore 
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very  appropriate,   when  asked  what  the  influence  of  Communism 
ought  to  be,    to  reply  in  terms  of  chapter  headings  for  a  textbook. 

Such  a  textbook  would  be  an  introduction  to  all  economies, 
it  would  pose  the  main  problems  successively  and  show  how  each 
institutional  model  solved  them.     It  would  distinguish,    say  five 
institutional  models: 

(1)  a  market  economy,    subdivided  into  (a)  a  capitalist  one,   (b)  a 

peasant,    or  underdeveloped  one,    and  (c)  a  socialist  market 
economy,  such  as  Yugoslavia  or  the  Soviet  NEP; 

(2)  a  command  economy  with  free  consumers  and  free  workers, 

such  as  the  present  one  in  all  Communist  bloc  countries;  and 

(3)  a  command  economy  including  consumers  and  workers,    and 

using  no  money,    such  as  War  Communism  or  the  initial 
phase  of  the  Chinese  people's  communes. 

It  would  further  stress  that  this  list  was  very  far  from  exhaustive. 
Then  certain  passages  would  be  common  to  all  models:    those  on 
the  fact  of  scarcity,    on  diminishing  returns  to  a  single  factor,    and 
on  increasing  returns  to  scale.      Much,    too,    of  the  chapters  about 
economic  growth  would  be  common,    and  especially  its  relation  to 
investment. 

The  chapters  on  resource  allocation  would  differ.      (3)  means 
pure  arbitrary  allocation  in  kind,    only  to  be  made  rational  by  a 
vast  notional,    or  "electronic,"  market.    Into  this  flows  all  informa- 
tion about  resources  and  consumer  demand;    it  is  evaluated  by  ac- 
tivity analysis  and  shadow  prices;    and  direct  physical  orders  emerge. 
Short  of  this   (3)  is  pure  folly;    the  use  of  mere  input- output  analysis 
(or  of  the  Soviet  "method  of  balances")  does  little  to  mitigate  this 
folly.      (2)  is  compatible  with  rational  allocation  a  tatons,    the  cen- 
tral authority  merely  responding  to  the  pull  of  consumer  demand. 
But  it  can  also  be  arbitrary,    if  irregular  taxes  and  subsidies  cut 
the  link  between  central  plan  and  consumer  demand.     In  the  former 
case  money  is  an  active  allocating  device,    in  the  latter  a  passive 
justifier  to  the  consumer  of  the  arbitrarily  arrived  at  central  plan. 
In  (1)  on  the  other  hand  the  allocation  system  is  as  we  know  it  in 
our  textbooks,    and  the  main  emphasis  would  be  on  how  little  dif- 
ferences in  ownership  matter:    the  market  remains  the  market. 
The  chief  difference,    from  the  point  of  view  of  resource  allocation, 
is  the  maximand:    often  not  pure  textbook  profit  but  something  subtly 
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distorting,    such  as:    in  (a)  return  on  existing  shareholders' 
equity,    in  (b)  return  on  the  family's  capital  and  labour,    in  (c) 
perhaps  —  as  in  Yugoslavia  —  return  on  labour  alone. ^^ 

Inflation,    and  Keynesian  unemployment,    which  bulk  so  hor- 
rendously  in  the  modern  textbook,    would  greatly  shrink.     Ruled 
out  by  definition  in  model  (3),    it  has  but  weak  and  unimportant  ef- 
fects in  (2),    where  the  planner's  commands  still  decide  the  volume 
of  unemployment.     In  an  undeveloped  economy  again  it  is  a  mar- 
ginal issue,    since  Say's  Law  is  nearly  true,    most  savers  are  al- 
so direct  investors,    and  unemployment  is  Malthusian.      Then  in 
a  socialist  market  economy  there  is  almost  invariably  an  excess 
of  ex  ante  investment  over  saving,    owing  to  the  special  psychology 
of  socialist  entrepreneurs;    even  though  in  Yugoslavia  savers  are 
not  the  same  people  as  investors,    and  a  market  link  subsists  be- 
tween them,    violent  fluctuations  in  liquidity  preference  are  hardly 
conceivable.     So  the  whole  Keynesian  system  is  seen  to  be  a  pa- 
rochial capitalist  affair,    as  nauch  of  an  area  study  as  any  of  the 
details  of  contral  planning.      Certainly  it  remains  of  vast  impor- 
tance in  its  parish,   but  if  space  had  to  be  found  in  a  first  year 
course  I  for  one  would  be  only  too  glad  to  lighten  the  load  at  this 
point;    since  it  is  in  any  case  much  too  difficult. 

One  of  the  very  few  genuine  influences  of  Commiunist  upon 
Western  economic  thought  might  be  held  to  be  W.    Leontief's  sug- 
gestion that  the  activity  analysis,    so  absolutely  essential  to  a  ra- 
tional central  planning,    should  now  supersede  the  "Keynesian 
Revolution,    with  its  paradoxical  advocacy  of  spending  for  spending' 
sake  and  the  implied  fear  of  a  rapid  rise  in  the  productivity  of 
labor.  .  .  a  long  detour  rather  than  a  basic  change  in  the  general 
orientation  of  Western  economics.      The  question  of  efficiency  and 
rational  allocation  of  scarce  resources  dominates  the  field  of  ad- 
vanced scientific  enquiry  again.  "^®    This  is  precisely  a  lesson 
learned  by  a  Western  economist  from  the  practical  needs  and  not 
from  the  theories  of  Communism.     Put  thus  baldly,   however,    I 
cannot  agree  with  it.     I  certainly  do  not  think  that  any  of  Keynes' 
paradoxes  are  untrue  of  an  underemployed  market  economy,    or 
that  his  contribution  will  ever  be  superseded,    or  that  it  is  in  prac- 
tice unimportant.     I  only  argue  its  pedagogical  unimportance  in 
the  broad  sweep  of  introductory  economics.     It  is  relevant  for  too 
small  a  band  of  the  institutional  spectrum;    and  above  all  it  is  far 
too  complicated.     Our  B  student,   whom  we  must  always  keep  at 
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the  top  dead  center  of  our  attention,    can  understand  War  Com- 
munism much  more  easily  than  the  Paradox  of  Thrift. 

Another  section  that  would  surely  go  by  the  board  is  the 
detailed  analysis  of  consumer  demand.     It  constantly  amazes 
the  writer  that  indifference  curves  should  be  considered  any  part 
of  a  liberal  education  or  of  introductory  economics. 

Resisting  the  temptation  to  write  the  whole  textbook  now, 
let  me  mention  only  one  more  large  section:    that  on  accountancy. 
This  should  present  enterprise  and  national  accountancy  all  in 
one  place,    abandoning  the  curious  exclusive  tie-up  of  Keynesian 
theory  with  the  latter.      The  national  income  is  not  and  should  not 
be  a  Keynesian  monopoly.     For  one  thing  Marx  himself  made  a 
very  considerable  contribution  to  this  subject,    and  might  justly 
be  called  its  father.^ ^   For  another,    most  of  the  detail  of  macro- 
accountancy  is  quite  irrelevant  to  Keynes.     One  might  as  well 
associate  his  employment  theory  with  his  probability  theory  or 
with  the  history  of  the  Cambridge  Arts  Theatre,    which  he  also 
founded.      There  are  two  ways  to  make  macro-accountancy  come 
alive  to  the  student.     One  is  to  make  it  a  comparative  study  of 
Marxian  and  Western  methods,    and  to  use  it  as  a  base  for  growth 
estimates.     The  other  is  to  expand  it  into  elementary  input-output  — 
which  is  basically  just  the  national  income  accounts  sliced  by  pro- 
ducts,   not  end-uses.     It  is  then  possible  to  explain  input- output  quite 
simply,    and  show  its  relation  to  the  allocation  problem..      Whether 
Communism  gets  into  textbooks,    input- output  is  surely  certain 
to  before  long.     One  might  add  that  the  Communist  "method  of 
balances"  is  an  exceedingly  crude  precursor  of  input- output.^ ° 
Pedagogically  this  is  most  useful:    one  describes  the  simpler  con- 
cept first,    and  then  introduces  input-output  as  an  improvement. 

Another  way  of  grasping  the  novelty  and  importance  of  Com- 
munist economics  is  to  look  at  certain  specific  questions  it  raises 
that  could  hardly  figure  in  an  elementary  textbook.      Tcike  for  in- 
stance,   these: 

(i)  If  an  outside  statistician  wanted  to  measure  the  rate  of 

growth  of  a  moneyless  economy,    how  would  he  proceed?  ^^ 

(ii)  In  USSR  to  what  extent  do  retail  prices  correspond  to  mar- 
ginal utilities?  ^^ 

(iii)  Are  Soviet  retail  prices  or  Soviet  wage  costs  more  suitable 
as  weights?  ^  ' 
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(iv)  Does  the  incontestable  fact  that  Soviet  outputs  and  prices 
are  irrational  cause  conventional  measure  procedures 
to  understate  or  overstate  Soviet  economic  growth?^* 

(v)  Manufacturing  industry  enjoys  more  rapidly  increasing 
returns  than  other  branches  of  the  economy:    does  the 
Soviet  concentration  on  it  induce  an  upward  bias  in  any 
index  of  production  we  might  devise?  ^^ 

(vi)  The  rate  of  exchange  of  the  Deutschemark  (Ost)  is  so 

fixed  that  the  DDR  subsidises  both  imports  and  exports: 
how  is  this  possible?  ^^ 

(vii)  If  intermediate  units  in  the  planning  hierarchy  of  a  com- 
mand economy  are  given  some  independence,    does  it 
matter  if  they  are  organized  on  a  territorial  or  a  pro- 
duct basis?  ^  ^ 

(viii)  Why  is  the  territorial  principle  different  from  regionalism 
as  commonly  defined? 

(ix)    Under  what  circumstances  would  the  erstwhile  Chinese 
system  be  workable,    whereby  the  output  of  any  product 
by  factories  was  planned,    and  its  input  into  other  fac- 
tories was  planned,   but  wholesale  trade  in  the  product 
was  free?  ^® 

(x)  Should  underdeveloped  countries  imitate  USSR,    and  found 

big  factories  in  towns,    or  China,    and  found  small  factories 
in  the  countryside?^' 

(xi)  Should  they  neglect  roads  and  concentrate  on  railways, 
like  USSR?^° 

(xii)  What  is  the  relation  between  the  output  of  capital  goods 
producing  capital  goods  in  a  closed  economy  and  (a)  its 
overall  volunae  of  investment  (b)  its  rate  of  growth?    ^ 

(xiii)  What  takes  the  place  of  monetary  and/ or  fiscal  policy  when 
a  Communist  country  has  a  balance  of  payments   crisis?    ^ 

These  and  others  like  them  are  I  submit,    hard  questions  re- 
presenting a  rigorous  intellectual  discipline.      They  are  also  as 
economic  as  a  purist  can  wish  —  not  that  that  is  a  recommenda- 
tion in  my  own  opinion.     Indeed,    I  am  still  more  attracted  to  the 
fascinating  socio-political  questions  raised  by  this  branch  of 
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economics.      Let  me  give  you  an  even  briefer  sample  of  these: 

a)  why  have  collective  farms  when  state  farms  were  always 

possible? 

b)  why  was  the  reorganization  of  intermediate  planning  units 

on  territorial  lines  a  blow  at  the  managerial  class? 

c)  what  is  the  connexion  between  the  "withering  away  of  the 

state"  and  the  introduction  of  a  free  market? 

How  may  we  sum  this  up?     Western  economics,    beginning  as 
the  merest  apologia  for  capitalism,    has  achieved  political  detach- 
ment.    It  is  now  its  great  glory  that  it  accommodates,    indeed  gen- 
erates,   ever  correct  criticism  of  that  system;    and  points  the  way 
to  many  reforms.     But  it  has  not  achieved  institutional  detachment. 
It  still  gives  the  impression  that  there  is,    not  indeed  a  rightness, 
but  a  sort  of  ontological  necessity,    about  free  markets  and  private 
ownership. 

And  since  the  institutional  issue  is  more  important  than  all 
other  issues,    its  neglect  lays  Western  economics  open  to  an  en- 
tirely just  charge  of  triviality,    of  scratching  the  surface.     A 
major  reason  for  this  is  our  passionate  desire  for  academic  re- 
spectability and  analytical  rigour.     We  have  won  the  Methoden- 
streit:       no  loose  thinking  shall  foul  a  chair  of  Economics  anywhere 
in  the  world,    even  in  Germany.      What  M.I.T.    computes  today, 
Valparaiso  and  Bpnn  will  think  tomorrow.     In  many  ways  this  is 
an  immense  achievement,    but  it  has  one  fatal  flaw:    we  have  con- 
fused rigour  with  certainty,    and  shied  away  from  unanswerable 
questions.     But  it  was  on  the  whole  the  losers  in  the  Methodenstreit 
who  asked  the  right,    and  largely  unanswerable,    questions.      We, 
the  winners,    had  a  better  methodology,  and  that  of  course  is  why 
we  won,    since  that  was  the  field  of  battle.     But  we  became  its 
slaves,    we  allowed  our  methodology  to  furnish  us  with  our  questions, 

Across  the  Iron  Curtain  there  is  no  such  triviality,  but  an  in 
many  ways  better  appreciation  of  what  really  matters.  Indeed  it 
is  only  today  that  the  same  old  Methodenstreit  is  being  fought  — 
since  the  original  one  did  not  influence  German  Marxism.  An 
understanding  —  or  rather  a  misunderstanding  —  of  our  system 
is  part  of  "what  every  comrade  ought  to  know."  It  is  at  least  no 
more  absurdly  false  than  the  Communist  account  of  Communism. 
One  does  not  feel,    as  one  moves  fron:i  one  section  to  the  other 


96  Study  of  the  Soviet  Economy 

of  the  textbook,    a  shift  of  intellectual  gear.     For  all  its  old- 
fashioned  absurditied  and  vicious  misrepresentations,    Marxist 
economics  is  not  parochial.     As  the  appendix  (no.    XIII)  shows, 
only  one  half  of  its  textbook  is  about  Communism  —  a  most  hu- 
miliating contrast  to  what  we  have  to  show.     There  are  many 
reasons  for  this,      (i)  Marxism  started  as  a  critique  of  capitalism; 
(ii)  Marxism  is  a  whole  Weltanschauung  and  has  traditionally  de- 
manded of  its  adherents  a  broad  and  general  interest  in  humanity 
and  the  humanities;    (iii)   Communists  fight  the  Cold  War  all  the 
timie  in  all  possible  ways;    they  are  serious  people. 

One  may  go  further.     It  is  infinitely  to  the  credit  of  Soviet 
economists  that  so  shortly  after  the  death  of  Stalin  and  the  begin- 
nings of  a  limited  professional  freedom  anything  so  deeply  un- 
Marxist  and  so  unfamiliarly  mathematical  as  the  activity  analysis 
should  have  gained  ground  among  them.     It  is  of  course  even  more 
to  the  credit  of  Western  economists  that  they  should  have  invented 
it.     But  does  not  this  same  recent  history  also  show  that  their 
minds  are  more  open  than  ours?    Is  there  nothing  in  their  theory 
and  above  all  their  practice  that  has  any  application  or  interest 
for  us?     Of  course  in  a  purely  practical  way  their  economics  has 
indeed  influenced  ours:    we  now  talk  about  our  rate  of  growth  in 
election  campaigns,    and  we  have  stepped  up  our  foreign  aid.     But 
that  is  a  wholly  indirect  effect,   based  on  no  reasoning.     They 
study  us,   we  react  to  them.     For  them,    economics  is  about  hu- 
manity.    For  us  it  about  America  —  and  here  I  speak  also  as  a 
British  teacher. 

This  contributor  was  once  asked  to  address  an  informal  gather- 
ing after  dinner  of  Western  specialists  in  Soviet  economics.     Idle 
and  unprepared,   he  narrowed  his  address  down  to  a  single  question: 
"You  all  accept,    and  are  concerned  with,    the  superiority  of  the 
Soviet  over  the  Am.erican  growth  rate;    you  have  all  studied  its 
causes  deeply.     What  new  internal  economic  policies,    then,    do 
you  recommend  to  the  U.  S.    government?".  .  .      They  were  all  silent, 
and  it  was  necessary  to  change  the  subject. 

Surely  economics  must  in  future  be  so  taught  that  that  silence 
is  impossible. 

Appendix:    What  the  General  Student  is  Told  about  Communism 

This  appendix  summarises  what  is  to  be  found  in  certain  text- 
books.    Since  my  object  is  not  to  castigate  but  to  reform,    no  neimes 
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are  mentioned.     Besides,   it  is  unfair  for  one  who  has  not  written 
a  textbook  to  criticise  too  severly  anyone  who  has. 

Some  general  comments  are  in  order,    (i)  The  textbooks 
maintain  with  scarcely  any  exceptions  an  admirable  standard  of 
objectivity  which  does  them  great  credit,      (ii)  They  show  almost 
perfect  ignorance  of  recent  research,   but  there  is  a  detectable 
improvement  over  time,      (iii)  In  accuracy  and  profundity  their 
passages  on  this  subject  are  several  classes  below  the  rest  of 
the  book,      (iv)  No  systematic  error  characterises  them  as  a 
class,      (v)  In  every  single  case  the  Yugoslav  market  socialism 
is  omitted  entirely:    this  is  perhaps  the  greatest  scandal  I  have 
uncovered. 

In  a  word  textbooks  do  not  tell  the  student  much  about  Com- 
munism,   nor  is  what  they  do  say  at  all  good;   but  it  is  free  of  bias. 

We  begin  with  textbooks  on  the  principles  of  economics: 

I.  Published  1946 

Restricted  institutional  background  made  very  explicit  (mod- 
ern U.S.A.),    and  even  then  many  references  to  Communism. 
These  largely  correct  though  superficial.     But  the  whole  book  is 
elementary,    scarcely  usable  in  a  university. 

Percentage  of  book  devoted  to  Marxism  and  Communism:    4. 

II.  Published  1948 

References  few  but  of  high  quality,   under  each  topic  as  it 
occurs.     Gives  no  picture  at  all  of  such  a  system.     Distinguishes 
various  types  of  socialism. 

Percentage  on  Topic:   0.6 

in.     Published  1948 

One  chapter  on  theory,    one  on  practice.     Role  of  prices  in 
Soviet  industry  correctly  described,   but  collectivisation  gets  1   1/2 
pages  (without  mention  of  livestock  slaughter),  money  wages  are 
given  but  no  price  index.     Three  pages  of  sheer  political  descrip- 
tion inserted.     Considering  how  difficult  it  was  to  write  such 
chapters  in  1948,   with  only  Prokopovicz  in  German  as  a  serious 
source,   it's  a  very  fair  attempt  on  the  part  of  authors  whose  in- 
trests  lie  elsewhere. 

Percentage  on  topic:    5 
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IV.  Published  1948 

No  warning  of  restricted  nature  of  implicit  institutional  back- 
ground.    Passage  on  Western  planning  — price  fixing,    rationing, 
even  "points"  —  seven  pages  long  and  very  accurate.     Seven  pages 
in  toto  on  Marxism  and  Communism:    five  contrast  the  alleged 
wickedness  of  profit  with  its  necessity  as  an  allocatory  device  in 
any  economy,    one  describes  what  happens  when  gain  is  no  longer 
a  motive,    one  deals  with  centralised  allocation.     These  latter 
contain  the  following  false  or  misleading  statements:    "If  we  aban- 
don the  motive  of  economic  advantage  as  the  Spur  to  industry  and 
the  distributor  of  resources,    must  we  not  rely  on  even  more  dead- 
ly political  sanctions?     The   'purges'  seem  to  answer  in  the  af- 
firmative.    An  entrepreneur  who  makes  a  mistake  under  capitalism 
loses  his  money;    one  who  makes  a  mistake  under  socialism  per- 
haps loses  his  head." 

"The  dictator  of  a  totalitarian  communist  state  decrees  that 
a  steel  factory  shall  be  built,    and  it  is  built,    no  matter  what  the 
feelings  and  desires  of  those  who  build  it  or  of  those  who  will 
use  its  products." 

Percentage  on  topic:    0.8 

V.  Published  1950 

Explicitly  promises  to  introduce  "institutional  data"  for  the 
beginning  student  at  whom  it  is  aimed.     Utterly  fails  to  warn  of 
its  own  institutional  limitation,   makes  not  even  the  briefest  pas- 
sing mention  of  socialiam  at  all,    despite  a  whole  chapter  on  "the 
role  of  the  state  in  economic  affairs".     Yet  finds  space  for  in- 
difference curves. 

Percentage  on  topic:    0.0 

VI.  Published  1951 

Communism  gets  a  small  section,    rather  unbalanced  by  the 
omission  of  agriculture.     No  references  in  rest  of  book. 
Percentage  on  topic:    0.7 

VII.  Published  1952 

Respectable  very  elementary  textbook,    explicitly  states  its 
own  institutional  limitations.     Its  very  few  comments  on  Com- 
munism are  accurate  and  present  a  balanced  picture. 

Percentage  on  topic:    0.4 
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VIII.  Published  1952 

Not  a  college  textbook,   but  for  adults.     Deals  at  length  and 
very  fairly  with  USSR,   but  much  too  inaccurate  and  extremely 
superficial  considering  the  date. 

Percentage  on  topic:    10 

IX.  Published  1953 

Two  trivial  references,  both  in  context  of  abstinence,  time 
preference  and  interest.  No  warning  at  all  as  to  restricted  in- 
stitutional background  of  book. 

Percentage  on  topic;   0.4 

X.  Published  1958 

Two  pages  survey  the  subject,    and  even  they  find  space  for 
much  political  history.     Sundry  references  throughout  the  book, 
all  ignorant  ajid  crude.     In  no  book  is  the  difference  of  level  of 
treatment  so  great. 

Percentage  on  topic:    0.4 

XI.  Published  1958 

Scattered  references  throughout.     One  complete  chapter  on 
USSR  and  some  space  on  an  Indo-Chinese  comparison.     As  usual 
these  passages  fall  short  of  the  level  of  the  rest  of  the  book,   but 
still  this  is  perhaps  the  most  satisfactory  of  all  the  introductory 
textbooks. 

Percentage  on  topic:    5 

XII.  Published  I960 

One  very  adequate  chapter  directly  comparing  USA  with 
USSR.     Fair,    unbiassed  and  complete  though  makes  very  elemen- 
tary mistakes,    of  a  kind  which  would  be  considered  inexcusable 
in  the  remainder  of  the  book.      Thus  the  territorial  principle  is 
confused  with  decentralisation,    and  Communes  and  TOZes  are 
alleged  still  to  exist  in  agriculture. 

Percentage  on  topic:    4.5 

XIII.  Contrast  with  this  the  standard  Soviet  text,    "Politicheskaia 
Ekonomia",    published  1954: 

Treatment  of  all  subjects  on  a  very  low,   but  an  equally  low, level. 
Percentage  on  capitalist  and  pre-capitalist  methods  of  produc- 
tion:   50.0 
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International  trade  textbooks  are  rather  worse: 

XIV.  Published  1948 

Creditably  many  references  to  Communisnn  in  so  early  a 
book,    but  they  are  exceedingly  jejune,    unimaginative  and  ignorant. 
Despite  their  explicit  nature,    the  whole  theoretical  problem  of 
trade  between  command  economies,    or  between  a  command  and 
a  market  economy,    is  shirked. 

Percentage  on  topic:    1.3 

XV.  Published  1950 

Several  very  trivial  references. 
Percentage  on  topic:    0.2 

XVI.  Published  1953 

One  unobjectionable  reference. 
Percentage  on  topic:   0.2 

There  is  a  good  general  account  of  the  insufficiency  of  interna- 
tional trade  textbooks  in  this  respect  in  E.    KlinkmuUer,  Die 
Gegenwartige  Aus s enhandelsverflechtung  der  S^.  B .  Z.    Deutsch- 
lands,    Berlin  195  9,    Ch.    1.     And  considering  the  importance  of 
Communism  to  the  particular  subject,    growth  textbooks  are 
worse  still: 

XVII.  Published  195  3 

A  bad  and  over  ambitious  book  in  any  case.     Also  politically 
too  hostile  to  Communism. 

Percentage  on  topic:    0.0,    though  there  are  overall  references 
to  Marx. 

XVIII.  Published  1955 

Many  scattered  references,    wherever  appropriate;    and  un- 
biassed.    But  not  of  as  high  quality  as  the  rest  of  the  book. 
Percentage  on  topic:    say  5.0,    difficult  to  measure. 

XIX.  Published  195  7 

Flatly  disclaims  that  anything  will  be  said  on  the  topic.      Thus 
in  its  way  shows  more  awareness  of  its  importance  than  most 
books.     Politically  too  hostile  to  Communism. 

Percentage  on  topic:    0.6 
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Notes 

1.  This  notion,  it  is  important  to  remember,  sprang  directly 
out  of  the  discovery  of  diminishing  marginal  utility. 

2.  B.    Brutzkus,    Economic  Planning  in  Soviet  Russia,    Lon- 
don 1935. 

3.  F.    A.    von  Hayek,   (Ed.),    Collectivist  Economist  Planning. 
London  1938.     Traces  of  this  kind  of  thinking  are  even  now  alive. 
Cf.    M.    Polanyi,    in  Soviet  Survey,    October-December,    I960, 

and  my  comment  thereon  in  the  same  issue.     I  owe  this  point  to 
Mr.    Rush  Greenslade. 

4.  Thus  A.  Lerner  quotes  in  his  Economics  oi  Control.  New 
York,  1946,  not  Stalinist  experience  but  a  highly  uncnaracteristic 
admission  by  Trotsky  that  "War"  Communism  —  type  planning 

is  impossible  {p.  62).     O.    Lange  and  F.    Taylor,    On  the  Economic 
Theory  of  Socialism,    Minnesota,    1938,  and  A.    Bergson,    The 
Structure  of  Soviet  Wages,    Harvard,    1946,    do  indeed  go  beyond 
Lerner  in  mentioning  Soviet  experience,    Bergson  in  great  detail; 
but  there  is  still  no  connexion  between  their  practical  knowledge 
and  their  theory  of  resource  allocation.      Cf.   my  comments  on 
Bergson  in  Soviet  Studies,    October,    1955. 

5.  J.    Robinson,    An  Essay  in  Marxian  Econonnics,    London 
1942,    ch.    6. 

6.  The  Accumulation  of  Capital,    Yale  1951. 

7.  N.    D.    Kondratief  "Die  Langen  Wellen  der  Konjunktur  "in 
Archiv  fur  Sozialwissenschaft,    Tubingen,    Dec.    1926   (tr.   by  W. 
Stolper  in  Review  of  Economiic  Statistics,    Nov.    1935).     E.    Slutsky's 
work,    which  may  occur  to  sonae  iia  this  context,    was  pre- revolu- 
tionary:   "Sulla  Teoria  del  Bilancia  del  Consommatore  "  in  Giornale 
degli  Economisti,    July  1915.     Mr.    Leon  Smolinski  also  gives  me 
the  following  references:    N.  D.    Kondratief,  "K  voprosu  o  poniatii 
ekonomicheskoi  statiki,    dinamiki  i  koniunktury ",    in  Sotsialisti- 
cheskoe  khoziaistvo  4,  1924  (  cf .    Quarterly  Journal  of  Economics, 

4,  1925);    E.    Slutsky,  "Summation  of  Random  Causes  as  a  Source 
of  Cycle  Process",    in  Econometrica  1937   (Russian  title  unknown, 
published  1927);    A.  A.    Kon'us  and  S,  S.    Biushgens,  "K  probleme 
pokupatel'noi  sily  deneg",    in  Voprosy  koniunktuny     1,  1926. 

8.  The  Soviet  Industrialisation  Debate,    Cambridge  I960. 
Cf .    also  E.  Domar,    Essays  in  the  Theory  of  Economic  Growth, 
New  York  1957,    Ch.    9. 
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9.      L.  V.   Kantorovich,    Matematicheskie  metody  organizatsii 
i  planirovania  proizvodstva,    Leningrad  1939.      There  is  a  com- 
plete translation  in  Majia^emen^Sci^enc^    U.S.A.   July,    i960. 

10,  It  is  customary  to  date  its  Western  re-invention  to  1951, 
with  the  publication  of  T.  C.  Koopmans,  (Ed.),  Activity  Analysis 
of  Production  and  Allocation. 

11.  Cf.    Wiles,    Encounter.    London,   1961.     Input- output  and 
linear  programming  came,    it  would  seem,    as  a  package  deal  to 
USSR,    there  to  merge  with  the  native  stream  of  linear  program- 
ming,   which  had  been  purely  micro-economic,    as  described 
above.     The  Soviet  claim  to  have  originated  input-output  is  false: 
Cf.   my  Encounter  article. 

12.  Op.  cit.,    and  The  Accumulation  of  Capital,    London  1956. 

13.  Let  me  instantly  here  make  exceptions  in  favour  of  O. 
Lange   (if  indeed  he  is  a  Marxist  at  all),    M.    Kalecki  and  S.  G. 
Strumilin.     Strumilin  has  certainly  influenced  me.     I  am  not  fa- 
miliar with  the  recent  work  of  the  other  two. 

14.  Wiles,  Ost-Europa  (Stuttgart),  No.  2-3,  I960.  Only  the  blue- 
print is  for  institutions,    not  allocation  mechanisms.      The  fallacy 
that  there  is  none  arises  directly  from  the  Western  obsession 
with  allocation,    to  the  almost  total  neglect  of  institutions. 

15.  The  exception,    runs  the  illogical  saying,    proves  the  rule. 
Honoris  causa,    then,  I  draw  attention  to  M.I.    Goldman,    "Product 
Differentiation  and  Advertising:    Some  Lessons  from  Soviet  Ex- 
perience." _Jou£nal^  Politi£aI  Ec^  Aug.    1960. 

16.  I  owe  this  observation  to  R.  S.    Eckaus. 

17.  Cf.    Wiles.    Price  Cost  and  Output.    Oxford  1956,    pp.    184-6; 
R.  S.    Eckaus  and  G.    Rosen,    Subsistence  Economies  and  Economic 
Growth  (M.  I.  T.  ,    unpublished  paper,    I960),    pp.    12-14;  F.    Seton, 
Osaka  Studies. 

18.  Foreign  Affairs,    January  I960,   p.    265. 

19.  Cf.  Wiles.  Ost-Europa  (  Wirtschaft) .  Cologne.  No.  2,  1958. 
Marx  was  also  one  of  the  pioneers  of  the  equation  of  exchange: 

F.    Mlynarski,    in  Folia  Economica  Cracoviensia  (Cracow),  I,  I960, 

20.  There  are  no  simultaneous  equations,    and  the  iterations 
are  done  by  rule  of  thumb:    H.    Levine,  "The  Centralized  Planning 
of  Supply  in  Soviet  Industry,"  in  the  Joint  Economic  Committee 
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of  Congr e s s '  Comparisons  of  the  U.  S.    and  the  Soviet  EconomieSt 
1959.    In  technical  ternns  a  tonnage  matrix  ix  constructed  and 
never  inverted. 

21.  This  question  is  not  discussed  in  any  published  Western 
source. 

22.  Cf.    Wiles,    Soviet  Studies.    Oct.    1955,    Dec.    1956. 

23.  Idem. 

24.  It  depends  whether  the  degree  of  rationality  is  held  to  be 
decreasing  or  increasing  over  the  period  considered.     In  the  latter 
case  conventional  measurement  understates  Soviet  growth. 

25.  Cf.    Levine,    Journal  of  Political  Economy,    Aug.    1958. 

26.  Cf.    Wiles,    Soviet  Studies.    Jan.    1961. 

27.  Cf.    Kaser  and  Wiles  in  Grossman,    G.,    (Ed.),    Value  and 
Plan.    University  of  California  Press,    Berkeley  ,    I960. 

28.  This  question  is  not  discussed  in  any  published  Western 
source. 

29.  Cf.    L.  Smolinski,    The  Scale  of  the  Soviet  Industrial  Es- 
tablishment (doctoral  thesis)   Columbia  University,    I960. 

30.  Cf.    H.  Hunter,    Soviet  Transportation  Policy.    Harvard  1957. 

31.  Cf.    Domar,    loc.  cit. 

32.  So  far  as  possible  the  strain  is  taken  by  a  reduction  in 
real  wages   ("raising  the  norms  to  levels  that  take  account  of  the 
latest  techniques").     Note  that  as  a  result  investment  seldom  suffers. 

33.  The  controversy  in  Germany  about  the  turn  of  the  century 
between  rigorous  analysis,    with  use  of  mathematics  and  the  ceteris 
paribus  clause,    and  broad  socio-historical  sweeps.     Cf.,   for  in- 
stance,   L.  H.  Haney.    History  of  Economic  Thought.    N;  Y.,    1936, 
Ch.    27. 


STUDY  OF  THE  SOVIET  ECONOMY:    ITS  PLACE  IN 
AMERICAN  EDUCATION 

Chairman:    Kenneth  E.    Boulding,    University  of  Michigan. 
Panelists:    Abram  Bergson,    Harvard  University; 
Abba  P.    Lerner,    Michigan  State  University; 
Henry  M.    Oliver,    Indiana  University 

The  following  questions,    prepared  by  this  editor,    and 
submitted  to  the  panel  for  discussion  were  distributed  to  all 
participants: 

(1)  Is  the  study  of  Soviet  economics  simply  ap- 
plied economics  i.e.,    the  economic  study  of  an  area, 

of  a  set  of  special  problems  of  a  political- economic 
nature  only?     If  this  is  so,    why  shouldn't  it  be  placed 

on  a  par  with  any  other  applied  economics  exercise  

say  the  study  of  the  economies  of  France,    Ghana, 
Congo,    etc.?     Why  should  it  be  granted  any  special 
place  in  the  economics  curriculum? 

(2)  If,    on  the  other  hand,    Soviet  economics  is  con- 
sidered as  qualitatively  different  from,    say,    the  study 
of  the  French  economy  —  since  it  implies  the  study  of 
comnaand- directed  and  not  of  market-directed  econo- 
mies    are  our  present  analytical  tools  adequate  for 

the  task,    or  do  we  need  new  tools  to  tackle  this  job? 

(3)  Should  CoUectivist  or  Planning  Economics  be 

a  part  of  the  established  theory  courses  and  development 
courses,    or  should  they  be  taught  separately?     Do  they 
compete  with,    or  directly  replace,    the  usual  Comparative 
Systems  courses  as  they  are  now  approached  and  taught? 

(4)  What  do  we  hope  to  achieve  with  such  studies 
at  the  level  of  undergraduate  education?     Do  we  aim  to 
furnish  the  student  with  some  useful  information  about 
the  contrasting  world  in  which  we  live,    or  do  we  hope 

to  do  more  viz.,  stimulate  his  thinking  and  broaden 

his  understanding  about  the  workings  of  our  own 
economy? 

What  are  the  particular  problems  of  the  smaller 
college?  What  are  its  needs  in  terms  of  staff  and  li- 
brary resources?    How  can  the  major  universities  help? 
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(5)     At  the  graduate  level,    do  we  want  to  develop 
technical  experts,    with  area  knowledge,    for  intelligence 
work,    or  do  we  hope  to  provide  our  students  with  new 
tools?     In  this  case,    should  each  graduate  student  be 
exposed  to  such  studies,    or  only  a  few  of  them?     Should 
such  studies  be  given  in  all  universities,    or  in  the  big 
universities  only? 

Chairman  Boulding:    The  first  speaker  on  the  panel  is  Pro- 
fessor Lerner  of  Michigan  State  University. 

Professor  Abba  Lerner:    Since  it  is  my  lot  to  start  off  this 
discussion  I  shall  attempt  some  tentative  answers  to  the  questions 
on  the  sheet  which  has  been  distributed.     As  to  my  qualifications, 
it  was  explained  to  me  when  I  asked  why  I  was  invited  to  this  Con- 
ference,   that  the  organizers  wanted  to  have  someone  who  knew 
nothing  about  the  subject  and  so  would  have  an  open  mind! 

After  looking  at  these  questions  and  trying  to  think  a  little 
about  them  in  between  the  many  things  going  on  at  this  Conference, 
I  find  I  want  to  talk  about  the  place  of  the  study  of  the  Soviet  econ- 
omy in  American  education  at  three  levels.     First  of  all  comes 
the  education  of  undergraduates.      What  we  need  is  to  teach  them 
something  about  the  similarities  and  differences  between  the  Soviet 
economy  and  our  own.     But  I  think  the  emphasis  should  be  on  eco- 
nomic similarities  rather  than  on  the  economic  differences  in 
order  to  establish  an  understanding  that  the  more  fundamental  dif- 
ference is  not  in  economics  but  in  politics  or  in  ideology;    the  im- 
portant issue  that  divides  the  world  is  not  capitalism  versus  socialism 
but  one  of  freedom  versus  the  absence  of  freedom, —  freedom  of 
information,    freedom  of  expression,    freedom  of  movement. 

I  have  spoken  so  far  about  the  education  of  undergraduates, 
but  what  I  am  saying  goes  much  further.     It  really  applies  to  the 
education  of  the  population  at  large,    for  what  can  be  taught  to  under- 
graduates can  also  be  taught  to  adults.     I  have  also  been  interested 
recently  in  the  way  in  which  attempts  are  being  made  to  teach  eco- 
nomics to  high  school  students  and  elementary  school  students, 
and  the  same  thing  will  apply  at  this  level  too. 

Closely  related  to  the  study  of  the  Soviet  economy  is  the  study 
of  the  development  of  the  economically  underdeveloped  countries 
which  are  so  highly  involved  in  the  conflict  between  the  West  and 
the  East.     And  here  again  I  find  that  we  need  to  develop  an  under- 
standing of  and  an  attachement  to  the  ideology  which,    to  a  greater 
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extent  than  it  does,    should  constitute  the  ideology  of  the  West. 
This  is  the  ideology  of  equality,    economic,    social,    racial,    na- 
tional,   and  personal,   which  includes  both  freedom  and  prosperity 
throughout  the  whole  world,   because  until  that  is  reached,   we 
will  not  be  able  to  have  any  security  for  ourselves.      This  ideal 
is  most  beautifully  stressed  in  the  recent  speeches  of  our  new 
President  and  I  just  want  to  express  the  hope  that  he  will  be  able 
to  implement  what  he  has  been  saying. 

The  second  level  is  that  of  the  education  of  economic  graduates 
taking  higher  degrees  in  economics.     Here  I  think  the  emphasis 
should  be  more  on  economics  than  on  politics  and  ideology.     I 
think  that  everyone  who  gets  a  higher  degree  in  economics  should 
have  as  an  important  part  of  his  education,   or  perhaps  I  should 
say  "training",    an  understanding  of  the  workings  of  different  eco- 
nomic instruments  for  solving  econontiic  problemis,    neglecting 
neither  the  market  mechanism  nor  the  administrative  mechanism. 
What  he  can  learn  from  the  study  of  the  Soviet  Union  is  the  inter- 
penetration  of  these  two  instrunnents. 

There  has  been  a  great  deal  of  study  and  ajnusement  and  some- 
tinaes  even  enthusiasm  atmong  students  of  the  Soviet  economy  about 
the  way  in  which  elements  of  the  market  mechajiism  have  been  born 
and  developed  or  discovered  and  rediscovered  and  then  integrated 
into  the  Soviet  system.     Such  discoveries  were  often  greeted  in  a 
spirit  of,   "I  told  you  so!      We  knew  that  they  couldn't  manage  with- 
out the  price  mechanism  and  they  are  discovering  it  themselves, 
learning  it  the  hard  way.  "  There  is  of  course  a  great  deal  of 
truth  in  that.     But  it  is  a  rather  onesided  truth  because  it  is  equally 
true  that  the  instruments  of  adnainistration  have  also  been  inter- 
penetrating the  Western  market  economy. 

I  am  very  glad  that  I  have  come  to  this  Conference  because, 
in  the  course  of  writing  down  a  few  words  in  preparation  for  these 
remarks,    I  find  that  I  have  shifted  slightly  from  a  position  which 
I  have  held  for  a  long  time.     I  have  been  in  the  habit  of  saying 
that  I  am  in  favor  of  free  enterprise,   but  I  want  to  define   "free 
enterprise"  differently  from  the  way  in  which  most  people  do.    By 
"free  enterprise"  most  people  mean  private  enterprise,   but  I  am 
not  especially  in  favor  of  private  enterprise;    I  am  in  favor  of  enter- 
prise.    I  use  the  word  "free"  to  indicate  a  freedom  from  any  pre- 
judices as  to  whether  any  particular  enterprise  ought  to  be  private 
or  public.     Private  and  public  enterprise  should  both  be  considered 
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as  instruments  and,    in  every  case,    whichever  does  the  job  better 
should  be  the  one  to  do  it. 

I  still  favor  "free  enterprise"  in  this  neutral  sense,    but  I 
now  feel  —  and  this  is  I  think  a  result  of  my  being  here  for  a  day 
or  two  — —  that  my  formulation  is  inadequate.     It  assumes  that 
both  private  enterprise  and  public  enterprise  consist  of  the  action 
of  firms,    private  firms  or  public  firms  ( government  agencies) 
operating  essentially  through  the  market  mechanism.     My  "free 
enterprise"  formulation  does  not  provide  sufficient  emphasis  on 
the  other  instrument  of  economic  organization,    namely  that  of 
administration. 

What  we  can  learn  from  the  study  of  the  Soviet  Union  is  an 
emphasis  different  fronn  the  one  implicit  in  what  I  have  been  say- 
ing up  until  now.     We  can  study  an  approach  which  starts  off  at 
the  other  end  with  administration  and  then  goes  on  to  let  some 
market  elements  creep  in.      Graduates  in  economics  should  approach 
both  of  these  instruments  —  market  mechanism  and  administration 
mechanism  —  with  equal  openmindedness  and  should  apply  the 
private-public  neutrality  to  both.     The  study  of  economic  administra- 
tion or  planning  would. thus  reach  from  the  study  of  the  Soviet 
Union  and  of  other  governments  to  the  organization  of  firms  and 
corporations.     It  would  thus  complete  the  emancipation  from  the 
corollary  of  the  extrenne  "private  enterprise"  dogma,    namely  that 
the  only  legitimate  function  of  government  is  to  provide  the  frame- 
work for  the  market  mechanism  within  which  only  private  firms 
may  operate.     This  dogma,    though  rarely  seen  nowadays  in  pure 
form,    is  largely  responsible  for  our  having  failed  to  realize  that 
much  more  can  be  done  by  administrative  methods  than  we  have 
considered  possible.      These  methods  have  enabled  the  Soviet  Union 
to  grow  and  to  develop  and  to  prosper  in  many  ways  even  with  very 
little  and  inadequate  use  of  the  market  mechanism. 

It  is  immediately  apparent  that  the  approach  I  have  been  de- 
scribing is  of  particular  relevance  for  the  theory  of  growth  in 
general  and  even  more  so  for  the  practice  of  development  in  under- 
developed areas.     It  may  seena  a  little  queer  that  development  in 
general  should  be  served  by  the  study  of  the  Soviet  Union:    the  ex- 
planation is  that  what  I  have  been  talking  about  is  not  really  the 
study  of  the  Soviet  Union,   but  something  much  more  general,    which 
I  want  to  call  "meta  economics".      This  is  a  much  wider  and  larger 
operation.     It  includes  the  study  of  the  market  mechanism  to  which 
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economics  has  been  largely  limited  but  gives  equal  place  to  ad- 
ministrative mechanisms  and  allows  a  proper  relationship  to  be 
developed  between  the  two.     It  includes   China  as  well  as  Russia; 
it  includes  Ghana  as  well  as  General  Motors  and,   many  other  or- 
ganizations of  a  similar  nature.     Such  unexpected  generality  is 
what  always  happens  whenever  any  science  is  developed. 

I  now  leave  the  enlightment  of  the  public  and  the  training  of 
the  economist  (or  meta- economist)   and  come  to  the  third  level  — 
the  training  of  the  specialists  in  the  field  of  Soviet  Economics  — 
the  people  who  will  be  able  to  give  the  courses  to  the  graduates. 

I  am  not  clear  in  my  mind  as  to  what  should  be  the  training 
for  the  people  who  could  give  the  courses  in  the  first  category, 
except  that  politics  and  sociology  would  be  at  least  as  important 
as  economics.     They  would  moreover  need  to  have  some  experience 
of  the  special  problems  of  developing  areas.     The  specialist  will 
have  to  do  much  more.     They  would  have  to  master  the  language 
along  with  the  art  of  statistical  detectiveering  and  finding  out  what 
one  can  from  the  little  bits  of  evidence  that  are  available.     Also 
very  important  here  is  the  study  of  economic  and  political  history 
and  the  study  of  the  relevant  ideologies  or  theologies. 

Just  a  word  now  on  the  study  of  Marx  and  on  the  relation  of 
Marxism  to  economics.     I  did  at  one  time  read  a  fair  amount  of 
Marx  but  although  I  have  forgotten  much  of  it  I  am  quite  firmly  of 
the  conviction  that  Marx  as  economics  is  just  not  worth  talking 
about.      This  is  because  Marx  was  not  really  trying  to  teach  eco- 
nomics.    He  was  preparing  a  revolutionist's  handbook  and  nothing 
has  been  more  successful  than  that.     Marx  must  therefore  be 
studied  like  the  Bible,    as  a  fountain  of  ideology  and  as  the  inspira- 
tion of  a  political  power  machine.     Without  the  understanding  of 
how  Marxism  mobilizes  the  forces  of  discontent  one  cannot  hope 
to  understand  the  success  of  the  Marxists.     I  would  in  fact  say  it 
is  important  to  read  Marx  in  the  same  kind  of  way  as  it  was  im- 
portant to  read  Mein  Kampf,    except  that  Marx's  writings  are 

much  naore  important  for  Communism  than  Mein  Kempf  was  for 
Fascism. 

Side  by  side  with  this  ideological  or  theological  study  there 
should  also  be  studies  of  the  two  great  revolutions  that  are  chang- 
ing the  face  of  the  underdeveloped  parts  of  the  planet;    the  medical 
revolution  which  is  substituting  hunger  for  disease  as  the  cause 
of  death  and,    the  revolution  of  rising  expectations  to  which  the  first 
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revolution  and  modern  communications  have  given  birth.     The 
first  revolution  has  made  it  possible  for  people  to  think  that  pov- 
erty,   like  disease,    is  not  sent  by  God  but  that  something  can  be 
done  about  it.      This  is  why  it  has  suddently  beconae  so  urgent  for 
the  rest  of  the  world  that  something  be  done  about  it. 

Such  studies  must  of  course  be  tied  in  for  the  specialists 
with  research  if  they  are  not  to  petrify.     On  this  level  there  would 
also  be  training  for  intelligence  work  and  for  an  understanding  of 
the  nature  of  the  Communist  competition  in  the  field  of  the  devel- 
opment of  the  underdeveloped  areas  of  the  world.      This  naeans 
understanding  both  the  nature  of  the  genuine  alternatives  offered 
to  the  underdeveloped  peoples  by  the  Communists  and  of  their 
propaganda  activities  for  fostering  resentments  and  mobilizing 
them  under  the  banner  of  anti-imperialism  or  anti- colonialism. 
This  specialized  third  level  training  cannot  be  done  in  all  univer- 
sities or  even  in  all  universities  with  developed  graduate  schools 
in  Economics.     It  is  best  done  in  a  small  number  of  centers  where 
there  are  outstanding  specialists  who  can  really  do  a  very  good  job. 

I  think  I  have  spoken  a  lot  more  than  I  intended  to.     In  what 
I  have  said  I  have  given  some  tentative  answers  to  the  questions 
put  before  us,    and  now  the  other  panel  members  will  no  doubt  knock 
it  all  down!     Thank  you. 

Chairman  Boulding:    Our  second  speaker  is  Professor  Bergson 
of  Harvard  University. 

Professor  Abram  Bergson:    We  have  been  submitted  a  number 
of  very  provocative  questions.      Logically  prior  to  all  others,    I 
believe,    is  the  basic  one  as  to  the  possible  value  to  a  student  in  a 
college  or  a  university  at  an  undergraduate  or  graduate  level,    of 
some  exposure  to  the  facts  regarding  the  Soviet  economy.     Now 
one  has  to  bear  in  mind  that  there  are  different  kinds  of  students 
or  that  any  one  student  might  be  thought  of  as  having  different  in- 
terests that  might  be  considered.      There  is  the  student  as  a  citizen. 
There  is  the  student  who  may  wish  to  go  on  and  become  a  special- 
ist in  this  field.     And  there  is  the  student  who  is  perhaps  going  to 
pursue  a  career  in  economics  generally. 

What  has  to  be  said  with  regard  to  the  student  as  a  citizen  is, 
I  believe,    really  very  evident  and  there  is  no  need  for  me  to  elab- 
orate on  this  theme  here.     Obviously  in  today's  world  it  is  of  im- 
mense importance  that  our  adult  population  be  reasonably  literate 
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regarding  the  Soviet  economy.     Anything  we  can  contribute  to 
that  literacy  is  to  the  good. 

As  to  the  interest  of  the  student  as  a  specialist,    I  think  I 
might  best  pass  this  by  also.     Such  a  student  necessarily  is  com- 
mitted to  substantial  work  on  the  Soviet  economy,    and  the  only 
interesting  question  to  ask  concerns  the  possible  value  of  the 
Specialist  himself,   but  I  believe  the  answer  to  this  is  already  inni- 
plied  in  the  views  tciken  on  the  possible  value  of  an  understanding 
of  the  Soviet  economy  to  the  student  as  citizen  and  the  student  as 
a  potential  economist.     After  all,    anything  a  specialist  may  do 
will  be  largely  designed  to  serve  those  more  ultimate  interests. 

I  should  like  to  view  the  question  that  was  posed  primarily 
from  the  third  standpoint,    that  is,   from  the  standpoint  of  the  pos- 
sible value  of  exposure  to  materials  on  the  Soviet  economy  to  a 
student  who  is  a  potential  economist.     Here  I  think  one  ought  to 
distinguish  further  a  number  of  possible  ways  in  which  the  study 
of  the  Soviet  econonay  might  be  useful.     First  of  all,    of  course, 
there  is  the  fact  that  we  have  here  a  case  of  late  industrialization, 
and,   this  alone  commands  attention.     Nevertheless,   I  think  it  may 
not  be  inappropriate  for  me  to  address  myself  at  this  point  to  a 
view  that  is  frequently  encountered  on  this  matter.     I  refer  to  the 
view  that  the  Russian  is  indeed  a  case  of  industrialization,    an 
outstanding  case,   but  a  very  special  case,    and  for  this  reason  has 
little  to  teach  the  student  of  economics.     Given  the  character  of 
the  Russian  industrialization,   it  is  felt  by  some  that  there  are  few 
lessons  of  general  interest  to  be  discovered  by  exploring  it.     I 
agree  that  it  is  a  special  case  but  it  can  nevertheless  teach  the 
student  of  economiics  very  much  which  he  might  wish  to  apply  to 
or  consider  in  other  contexts.     It  is  of  general  interest  even  though 
it  is  obviously  special. 

Clearly  the  Russians  represent  a  case  of  extraordinary  pre- 
occupation with  industrialization.     With  the  unprecedented  powers 
at  its  disposal,    the  government  mobilized  the  energies  of  ajci  enor- 
mous country  to  achieve  the  aim  of  industrialization.     In  consequence,! 
a  notably  high  tempo  of  growth  was  achieved  at  notably  high  ma- 
terial and  human  cost.     Obviously,    therefore,    this  is  not  an  expe- 
rience that  could  very  readily  be  transplanted  elsewhere,    at  least 
within  a  democratic  franaework,    but  I  think  that  this  in  itself  ought 
to  be  recognized  as  a  fact  of  immense  interest.     The  mere  nega- 
tive conclusion  that  the  costs  of  industrialization  of  the  Soviet  type 
may  be  so  great  and  the  political  implications  of  an  effort  to  inflict 
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these  costs  elsewhere  so  drastic  that  such  industrialization  prac- 
tically speaking  is  precluded  elsewhere,   is  of  great  interest. 
This  negative  lesson,    if  it  is  true   (and  I  should  not  leave  it  at  all 
in  doubt  that  I  think  it  is),    surely  is  in  itself  of  great  import,    and 
I  think  that  anyone  who  is  considering  the  study  of  industrializa- 
tion generally  and  who  hopes  to  contribute  to  this  theme,    will  ob- 
viously wish  to  make  up  his  mind  on  this  point.      This  means, 
among  other  things,    that  he  will  wish  to  acquaint  himself  in  detail 
with  the  facts  regarding  the  achievements  and  the  costs  of  Soviet 
industrialization. 

As  an  extreme  case,    the  Soviet  experience  is  also  very  inter- 
esting in  illuminating  the  range  of  alternatives  that  are  open  re- 
garding not  only  industrialization  generally  but  specific  aspects. 
Industrialization,   for  example,   very  often  is  considered  as  a  means 
of  absorbing  population  from  agriculture  into  industry.     I  think 
it  is  very  interesting,    in  view  of  this  fact,    to  observe  that  in  Russia 
which  has  been  industrializing  now  at  an  unprecedented  tempo  for 
three  decades,    the  cimount  of  absorption  of  population  from  agricul- 
ture has  been  relatively  limited. 

The  rural  population  of  Russia  and  the  farm  population  of  Rus- 
sia are  still  a  vast  part  of  the  total  population.     You  have  already 
heard  that  the  farm  labor  force  is  still  nearly  half  of  the  total  la- 
bor force  of  Russia.     It  is  true  that  industrialization  absorbed  the 
natural  increment  of  population,    and  that  the  farm  population  has 
declined  to  some  extent  in  the  course  of  time.     But  in  view  of  the 
Soviet  experience,    I  think  we  have  to  acknowledge  that  the  possi- 
bilities of  population  absorption  may  be  rather  limited.      We  may 
have  to  accept  the  fact  that  for  other  countries  with  less  ambitious 
industrialization  programs,    there  will  still  be  a  vast  population  in 
agriculture  for  a  long,    long  time. 

Granting  that  the  Soviet  experience  is  very  special,    we  must 
also  recognize  that  the  problems  that  have  arisen  are  often  pro- 
blems that  will  arise  elsewhere,    and  indeed  the  mere  fact  that  it 
is  an  extraordinary  case  often  throws  the  problems  into  sharp 
relief.     By  the  same  token,    the  experience  actually  may  gain  in 
interest.     One  often  learns  about  more  normal  situations  by  study- 
ing abnormalities.     In  my  opinion  this  is  certainly  true  here. 

I  recall  not  so  long  ago  talking  with  a  young  economist  who 
was  considering  embarking  on  a  study  of  agriculture  and  develop- 
ment.    I  was  very  much  taken  aback  to  observe  that  in  sketching 
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out  his  plans  he  neglected  to  mention  the  problem  of  the  marketed 
share,    the  problem  that  arises  in  industrialization  as  a  result  of 
the  need  to  separate  the  farmer  from  a  certain  amriount  of  food. 
This  is  necessary  in  order  to  obtain  food  for  export,    to  buy  ma- 
chinery and  the  like,    and  it  is  also  necessary  because  one  must 
support  the  growing  industrial  population.     I  don't  think  it  is  too 
much  to  say  that  this  is  one  of  the  central  limiting  factors  in  in- 
dustrialization.    This  young  economist  apparently  was  not  aware 
of  the  possible  importance  of  this  problem,    though  nobody  who 
had  looked  even  briefly  into  the  Soviet  experience  could  possibly 
overlook  it.     Indeed  it  is  not  too  much  to  say  that  for  Russia  in 
particular  it  was  one  of  the  great  problems  faced  by  the  govern- 
ment,   and  if  one  wishes  to  understand,    among  other  things,    the 
extraordinary  character  of  the  government's  actions  in  agriculture, 
one  has  to  understand  them  in  terms  of  the  extraordinary  indus- 
trialization drive  and  also  the  interconnections  between  agriculture 
and  industry,    which  my  young  colleague  had  not  explored. 

Finally,    I  want  to  urge  on  you  —  and  perhaps  this  is  the  most 
important  point  of  all  —  that  even  though  one  feels  that  the  Soviet 
experience  generally  is  not  transplantable  within  a  democratic 
context,    a  distinction  should  be  made  here  between  strategy  and 
tactics.       Even  if  one  agrees  that  the  overall  strategy  cannot  be 
adopted  elsewhere  within  a  democratic  framework,    there  are 
many  matters    of  tactics  which  other  countries  might  still  find  it 
very  useful  to  excimine.     I  fear  I  can  only  begin  to  suggest  what 
might  be  learned  in  this  regard. 

Consider  the  matter  of  technology  which  is  obviously  one  of 
the  central  themes  of  the  economics  of  development.     I  don't  want 
to  suggest  that  the  Soviet  policy  on  technology  was  always  rational 
in  view  of  the  Russian  factor  scarcities,    and  even  less  do  I  want 
to  suggest  that  in  a  general  way  the  Soviet  policy  should  neces- 
sarily be  emulated  elsewhere.      Nevertheless  there  are  very  interest- 
ing aspects  of  the  Russian  policy  which  might  well  be  transplantable. 

Consider,    for  example,    the  curious  fact  inevitably  observed 
when  one  travels  in  Russia,    that  the  technology  in  a  factory  again 
and  again  represents  a  composite  of  the  most  advanced  and  the 
most  primiitive  levels.     In  the  central  works  of  a  factory  in  Russia, 
one  finds  the  most  advanced  technologies;    in  matters  of  an  ancil- 
lary sort,    such  as  internal  transport,    one  observes  very  primitive 
technologies.     On  the  one  hand,    use  is  made  of  a  very  capital 
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intensive  technology.     On  the  other,    one  finds  vast  numbers  of 
workers  in  relation  to  capital.      Visitors  to  the  Soviet  Union  usu- 
ally comment  on  this  in  a  critical  spirit.     It  is  felt  that  it  is  really 
ridiculous  for  the  Russians  to  be  doing  such  contradictory  things 
at  the  Scime  time.     I  want  to  suggest  that  this  may  not  be  ridicu- 
lous at  all  and  indeed  other  countries  might  well  find  a  similar 
practice  useful. 

Under  the  five  year  plans,    Russia  has  indeed  had  a  relatively 
large  labor  supply  compared  with  capital.      This  is  also  true  of 
many  underdeveloped  economies  today.     Nevertheless  it  is  often 
difficult  to  do  what  orthodox  economists  suggest  should  be  done 
in  such  circumstances,    to  adapt  in  a  systematic  and  wholesale 
way  western  technology  to  the  local  factor  scarcities.      This  may 
often  require  a  very  large  scientific  and  research  staff  which  is 
not  available. 

The  Russian  policy  of  building  technologies  in  a  given  factory 
out  of  blocks  of  rather  conflicting  sorts  may  be  a  very  sensible 
type  of  adaptation,    one  which  does  not  involve  a  lot  of  research 
and  scientific  know-how.      The  advanced  technology  is  simply  taken 
over  more  or  less  as  it  is,    and  this  is  combined  with  primitive 
technique.     Nevertheless,    on  the  average,    the  input  mix  may  be 
a  very  sensible  one,    and  in  light  of  the  scientific  and  engineering 
difficulties  of  going  further  with  regard  to  adaptation,    this  may 
be  a  very  useful  bit  of  tactics  elsewhere,    where  labor  is  relatively 
abundant . 

The  question  of  technology  verges  closely  on  the  question  of 
operations,    and  this  has  many  facets.     I  can  only  refer  to  one  or 
two  interesting  aspects  here.     There  is  the  very  interesting  fact  of 
the  extensive  use  of  shift  work  in  the  USSR.      Clearly  here  again 
is  an  area  where  one  may  in  fact  give  expression  to  labor  abun- 
dance without  engaging  in  any  large-scale  scientific  and  engineering 
project  to  adapt  the  western  technology  to  the  local  circumstances. 
By  putting  a  lot  of  workers  to  work  in  several  shifts,    in  a  given 
plant,    one  in  effect  is  using  a  lot  of  labor  with  a  given  amount  of 
capital;    nevertheless,    this  represents  an  adaptation  which  may 
be  easier  to  achieve  than  a  different  sort  of  adaptation  which  would 
involve  using  a  lot  of  workers  in  one  shift  with  the  sanae  amount 
of  capital. 

There  are  many,    many  capital  economizing  practices  which 
the  Russians  have  adopted  in  transport  of  which  Holland  Hunter 
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and  James  Blackman  have  informed  us,   I  think,    in  very  illumina- 
ting detail.     I  want  to  emphasize  again  that  these  practices  are 
not  necessarily  wholly  rational  from  the  Russian  standpoint  or 
that  they  are  necessarily  to  be  adopted  uncritically  elsewhere, 
but  I  think  as  one  examines  the  Soviet  experience  in  the  transport 
field,    one  soon  becomes  aware  of  many  interesting  practices  which 
one  might  neglect  otherwise. 

Consider  another  matter,    very  pedestrian,    but  quite  inter- 
esting,   in  its  implications,    namely,    the  use  of  female  labor  in 
industry.      The  Russians  have  made  great  use  of  women  in  industry. 
It  is  quite  obvious  that  this  is  not  just  simply  the  normal  result  of 
the  normal  process  of  industrialization.     The  Russians  have  done 
many  things  to  encourage  the  use  of  women  in  industry.     The  es- 
tablishment of  nurseries,    and  policy  on  the  male-female  wage 
relations,    for  instance  reflect  the  government's  desire  to  encour- 
age the  use  of  women  in  industry. 

On  the  face  of  this  matter,   this  is  a  rather  paradoxical  policy. 
Here  is  a  country  with  a  rather  large  labor  supply  and  yet  it  is 
making  a  great  effort  to  encourage  the  use  of  women  in  industry. 
"What  is  the  explanation?     Well,    I  want  to  suggest  several  features 
that  were  appealing  to  Stalin  when  he  thought  about  this,    or  to  his 
subordinates  if  Stalin  himself  were  busy  with  other  matters.     By 
using  women  in  industry,    Stalin  was  able  to  achieve  a  very  in- 
teresting result.     He  could  limit  real  wages  per  worker  beyond 
the  level  which  would  have  been  practical  if  he  hadn't  used  women 
in  industry.     Since  there  were  more  breadwinners  per  family, 
even  though  it  happened  that  real  wages  went  down  at  first  and  then 
didn't  go  up  very  nauch  under  the  industrialization  drive,    the  work- 
ers did  not  fare  as  badly  regarding  family  income.      This  was  very 
economical. 

Now  I  am  not  advocating  to  the  underdeveloped  countries  that 
they  cut  real  wages,    although  some  economists  seem  to  do  so. 
But  such  a  real  wage  policy  can  evidently  be  made  politically  more 
feasible  if  there  are  more  breadwinners  per  family.      There  is 
the  related  feature  which  I  am  sure  was  important  to  Stalin  and 
might  be  similarly  important  to  underdeveloped  economies  today 
that  housing  is  economized  when  there  are  more  breadwinners  per 
family.     And  this  is  an  enormously  expensive  overhead  cost  in 
industrialization.      There  is  the  further  fact  which  no  doubt  was  in 
Stalin's  mind  when  he  thought  about  this  whole  matter,    and  that  is 
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the  problem  of  the  marketed  share  is  less  difficult  to  deal  with 
so  far  as  you  can  use  women  in  industry  as  an  alternative  to  re- 
cruiting large  numbers  of  persons  from  agriculture.      The  prob- 
lem of  feeding  the  urban  population  is  less  difficult.      This  too 
might  be  appealing  to  contennporary  underdeveloped  economies. 

I  think  I  have  said  all  I  should  say  and  perhaps  more  than  I 
should  have  said  on  the  manner  in  which  the  study  of  the  Soviet 
economy  might  be  illuminating  from  the  standpoint  of  the  economics 
of  industrialization.     I  will  be  briefer  on  other  aspects  but  there 
is  less  that  needs  to  be  said  on  these  in  any  case. 

The  Russian  experience  is  also  interesting  as  a  case  study 
in  planning  generally  and  in  socialized  planning  in  particular. 
The  problem  of  the  efficiency  of  socialized  planning  is  not  de- 
bated today  with  the  same  vigor  as  in  the   'thirties.     I  think  it  has 
come  to  be  understood  that,    especially  when  efficiency  is  thought 
of  in  the  static  way  in  which  it  was  usually  thought  of  in  the  'thirties; 
other  matters,    particularly  growth  and  capacity  to  achieve  growth, 
may  deserve  more  attention  than  they  were  given  in  the  great  de- 
bate of  the  'thirties.     But  the  whole  problem  of  efficiency  is  ob- 
viously still  a  paramount  problem  in  economics.     Hence  it  is 
useful  to  examine  the  Soviet  experience  for  the  light  that  it  sheds 
on  the  problem  of  comparative  efficiency  of  different  systems. 

I  want  to  urge,    though,    that  the  Russian  experience  regarding 
planning  is  of  interest  not  only  because  it  is  socialized  planning 
but  because  it  is  planning.     I  don't  have  time  to  document  this  but 
I  do  want  to  record  my  feeling  that  the  Russian  experience  with 
regard  to  planning  is  an  experience  that  contains  many,    many 
elements  that  are  apt  to  be  encountered  anywhere  where  there  is 
planning,    whether  it  is  of  a  wholesale  socialized  sort  or  of  a  par- 
tially socialized  sort,    whether  it  is  war-time  planning  or  peace- 
time planning. 

I  was  very  much  impressed  in  reading  the  illuminating  book 
of  E.  Devons  on  the  planning  in  the  British  war-time  aviation  in- 
dustry (Planning  in  Practice,    Cambridge,    1950),  to  see  how  many 
of  the  problems  that  arose  there,    especially  problems  of  estab- 
lishing controls  where  there  was  need  to  mobilize  resources  rapid- 
ly and  the  price  system  to  a  certain  degree  fell  out  of  use,    that 
were  problems  that  have  often  arisen  in  the  case  of  the  USSR. 

In  this   Conference  we  have  often  heard  of  still  another  stand- 
point from  which  the  Soviet  experience  might  be  interesting  to 
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the  student  of  economics.      That  is  the  standpoint  where  one  hopes 
to  gain  an  understanding  of  his  own  economy  by  studying  a  dif- 
ferent economy.     If  I  pass  this  consideration  by  with  no  further 
comment,  it  is  not  because  I  think  it  is  unimportant.     I  do  feel 
it  is  a  most  important  matter  but  a  very  familiar  one  and  I  don't 
feel  that  I  should  have  to  elaborate  it  here. 

However,    if  I  can  continue  to  rely  on  the  amiable  mood  of 
the  Chairman,    I  would  like  to  say  a  word  or  two  about  a  related 
matter  that  is  often  ignored,    and  that  is  the  gain  in  understanding 
not  so  much  of  our  econonn.y  but  of  our  economiic  principles  and 
tools  which  comes  from  using  them  in  a  strange  context.      The 
Russians,    for  example,    are  not  seeking  to  maximize  Welfare  a 
la  Pigou.     I  don't  think  Stalin  ever  read  Pigou  and  no  doubt  Khru- 
shchev hasn't  either.     Nevertheless,  I  do  feel  that  one  can  gain  in 
understanding  of  welfare  economics  by  trying  to  apply  it  to  Russia 
and  to  appraise  in  its  light  the  efficiency  of  the  Soviet  economy. 
Whether  you  do  this  from  the  standpoint  of  the  consumer  or  the 
planner,    it  seems  to  me  this  can  be  of  great  value  to  the  student 
of  economics.     By  the  satme  token,    this  also  becomes  a  stimulus 
to  the  study  of  welfare  economics.     For  example,    by  trying  to 
examine  from  the  standpoint  of  welfare  economics  the  rationality 
of  a  price  system  where  there  is  no  systematic  charge  for  inter- 
est,   and  no  allowance  for  rents  in  extractive  industries,    one  may 
acquire  a  better  understanding  of  and  also  an  enhanced  interest 
in  this  discipline.     Again  the  problem  of  the  valuation  of  national 
income  has  been  the  subject  of  a  great  deal  of  theoretical  work 
but  not  so  much  practical  work  in  the  West.     As  I  can  testify  from 
my  own  experience,    this  is  an  inescapable  problem  if  you  want 
to  measure  Russian  national  income  where  the  price  system  is 
distorted,    and  inevitably  it  provides  a  useful  laboratory  for  in- 
quiry into  such  a  subject. 

One  of  the  questions  that  has  come  up  again  and  again  in  this 
Conference  concerns  the  contribution  of  Soviet  economics  to  West- 
ern thought.     Obviously  on  an  intermediate  plane  as  distinct  from 
the  plane  of  pure  thought,    the  study  of  Russian  economy  has  made 
an  immense  contribution  or  could  malce  an  immense  contribution 
through  the  enhancement  of  understanding  of  industrialization, 
planning,    and  the  like.      The  more  interesting  question  concerns 
the  contribution  to  pure  thought,    and  here  I  must  agree  with  those 
who  hold  that  so  far,    at  the  level  of  theory,    pure  thought,    the 
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contribution  has  been  very  slight.     Nevertheless,    we  should  be 
aware  that  the  situation  may  be  changing.      The  Russian  econo- 
mists are  turning  more  and  more  to  Western  thought  and,    as 
they  become  interested  in  it,    very  possibly  they  will  become  in- 
dependent contributors  to  it.     We  already  have,    of  course,    the 
outstanding  example  of  the  contribution  of  the  mathematician 
Kantorovich.     Possibly  there  will  be  similar  work  in  the  future. 

I  have  been  considering  thus  far  the  possible  value  to  the 
student  of  economics  of  exposure  to  the  Soviet  experience.      Let 
me  turn  now  to  one  of  the  questions  posed  explicitly  for  this  panel, 
the  place  of  the  study  of  Soviet  economics  in  the  economics  cur- 
riculum of  a  university  or  a  college.     Here  there  are  a  number 
of  issues.     One  is:    To  what  extent  should  we  present  materials 
on  the  Soviet  economy  of  this  sort  simply  in  existing  courses  on 
labor  organization,   money  and  banking,    agricultural  economics, 
and  the  like,    ajid  to  what  extent  in  separate  courses?     Here  I 
would  like  to  urge  that  the  first  procedure  is  certainly  desirable 
and  that,    as  far  as  possible,    this  should  be  done.      The  courses 
in  question  can  only  gain  in  interest  if  the  Soviet  experience  is 
explored.     At  the  same  time  I  do  feel  it  will  be  impractical  to 
do  justice  to  this  experience  in  this  way  alone.      There  must  also 
be  a  separate  course. 

We  were  also  asked  whether  there  should  be  a  separate  course 
on  the  Soviet  Union,    and  I  have  so  far  evaded  this  issue.     One 
might  imagine  an  alternative  course  on  Soviet-type  economics, 
but  not  simply  on  the  Soviet  Union  alone.     Here  I  feel  that  for  the 
time  being  there  is  a  very  strong  case  for  a  separate  course. 
First  of  all,    the  Russiaji  experience  is  the  outstanding  experience, 
the  economy  of  the  USSR  is  the  outstanding  Soviet-type  economy. 
Secondly,    the  study  of  this  experience  is  far  more  advanced  than 
the  study  of  other  cases,    the  Chinese  case  particularly,    and  I 
think  that  at  least  for  the  present,    this  provides  a  very  pragmatic 
ground  for  having  a  course  on  Soviet  economy  alone.     On  the  other 
hand,    I  can  envisage  that  in  time  this  might  give  way  to  a  naore 
general  course  on  Soviet- type  economies. 

A  further  question  concerns  the  possibility  of  omitting  a  separate 
course  on  the  USSR  and  incorporating  the  study  of  the  Soviet  ex- 
perience in  the  traditional  course  on  comparative  economic  systems. 
Although  I  am  afraid  I  will  make  some  people  angry  by  being  so 
dogmatic,    I  must  admit  very  real  misgivings  about  courses  on 
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comparative  systems.     On  the  one  hand  it  seenns  to  me  that  the 
Western  economies  are  already  taught  in  the  bulk  of  the  courses 
in  the  curriculum.     Practically  all  of  the  factual  and  institutional 
material  is  drawn  from  the  Western  economies.     At  least  in 
terms  of  the  illustrative  materials  used,    courses  on  industrial 
organization,    labor  problems,    etc.,    are  courses  on  Western 
economies  and  usually  on  the  American  economy.     For  this  rea- 
son I  don't  think  it  is   so  important  to  give  the  Western  economy 
a  large  place  in  still  another  course  on  comparative  systems. 
On  the  other  hand,    in  my  experience,    the  latter  courses  have 
rarely  been  truly  comparative.     That  is,    the  things  that  are  com- 
pared are  not  really  conn.parable.     In  studying  one  system  one 
focuses  on  political  institutions  or  structure  of  the  society  in 
some  sense.     In  another  case  the  attention  may  be  on  resource 
use.      Very  rarely  are  these  courses  truly  comparative. 

I  would  urge  for  the  time  being  a  separate  course  on  the 
Soviet  economy,    given  by  use  of  a  comparative  method.     I  have 
endeavored  to  do  this  in  my  own  teaching  on  the  Soviet  economy. 
In  studying  Soviet  growth  and  planning,    wherever  possible  I  try 
to  make  comparisons  with  Western  economies  and  other  economies 
generally. 

If  I  may  turn  now  to  still  another  question  submitted  to  us, 
nothing  I  have  said  precludes  the  introduction  of  a  course  on  France 
or  the  Congo  or  Ghana.      This  is  all  right  with  me.     I  do  not  feel 
that  this  is  such  an  impelling  matter.     I  don't  have  a  strong  sense 
of  urgency,   but  I  can  easily  envisage  that,    if  some  economist 
wishes  to  give  a  course  on  France,    it  might  turn  out  to  be  a  very 
illuminating  experience  for  many  students.     Indeed,    as  often  hap- 
pens,   special  courses  of  this  sort  are  given  and  no  doubt  they  are 
useful.     But  I  don't  think  there  is  anything  in  what  I  have  said  that 
calls  for  a  square  mile  by  square  mile  coverage  of  the  whole  globe 
in  any  economics  curriculum 

There  is  a  further  question  of  whether  the  course  on  the  Soviet 
economy  should  be  for  graduates  or  undergraduates.      My  answer 
is:    For  everybody,    if  at  all  possible.      Where  should  the  course 
be  given,    in  colleges  or  universities?      You  m.ust  know  my  answer: 
Everywhere  ! 

This  is  the  last  question:    to  what  extent  does  one  have  to  know 
Russian  in  order  to  teach  a  course  on  Soviet  economy?     My  own 
thinking  on  this  has  changed  in  the  course  of  time.     In  the  past  I 
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have  felt  it  would  be  very  difficult  for  anyone  to  teach  worth- 
while courses  without  a  knowledge  of  Russian.     But  in  recent 
years  there  has  been  a  vast  increase  in  the  useful  literature  in 
English  on  the  Soviet  economy  since  the  war.     I  really  think  that 
this  alters  the  situation  and,    if  one  is  willing  to  make  the  effort, 
I  feel  that  he  could  teach  a  useful  course  in  Soviet  economy  with- 
out knowledge  of  Russian. 

Mr.    Chairman,    I  apologize  for  going  so  much  beyond  my 
time. 

Chairman  Boulding:    I'm  sure  no  apology  is  necessary. 
This  has  been  interesting  right  to  the  end. 

The  next  member  of  the  panel  is  Professor  Henry  Oliver 
fironn  this  institution. 

Professor  Henry  Oliver:    A  look  at  the  title  that  is  given 
this  session,    "The  Study  of  the  Soviet  Economy:    Its  Place  in 
American  Education"  shows  that  we  are  concerned  here  with 
what,    in  the  broad  sense  of  the  term  at  least,    is  a  curriculum 
question.     Now  any  curriculum  question  is  an  economics  question. 
It  is  a  question  of  economizing  because,    among  the  various  re- 
sources that  we  have  are  our  students'  time  and  also  our  own 
time.      Therefore  our  choices  logically  cannot  be  based  on  such 
a  statement  as:    "Is  it  worthwhile  to  knowX?"    But  rather,  "Do 
we  somehow  optimize  or  majximize  by  choosing  X?" 

Let's  take  a  look  at  the  various  ways  in  which  we  might  study 
the  Soviet  Union.     It  is  a  society  with  a  culture  and  this  society 
and  this  culture  involve  nauch  more  than  what  we  are  accustomed 
to  call  economic  matters  —  political  powers,    the  more  general 
social  questions,    and  indeed  as  we  have  reason  to  know  from 
many  experiences,    the  impact  of  certain  features  of  the  Soviet 
system,  on  music,    literature  and  so  on.      We  also  could  look  at 
this  as  a  bit  of  modern  history,    1917  to  date,    and  the  emphasis 
could  be  essentially  an  historical  one.      What  has  shaped  this 
society?     Or  what  has  shaped  the  political  policy?     What  has  shaped 
the  foreign  policy?     Or  whatever  aspect  you  wish  to  emphasize 
there.     And  if  we  look  at  the  historical  observations,    we  have  to 
look  at  the  historical  environment,    including  its  own  physical  geo- 
graphy,   the  great  powers  around  it  and  so  on. 

I  think  it  is  pretty  obvious  that  at  least  one  part  of  history 
that  has  received  much  of  the  emphasis  in  this  study  of  the  Soviet 
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Union  is  the  study  of  industrialization,    which  can  be  thought  of 
as  a  bit  of  economic  history  stretching  back,    say,    thirty  years. 

Or  this  industrialization  process  which  has  been  emphasized 
so  much  could  be  looked  at  in  a  somewhat  different  way  —  not 
so  much  a  bit  of  economic  history  as  a  very  special  example  of 
rapid,    large-scale  capital  formation.     And  out  of  this  has  come 
another  emphasis  among  the  Soviet  specialists  which  is  an  attempt 
at  measurements.     Now  of  course  measurements  are  not  always 
concerned  with  this  but  this  is  a  large  part  of  the  interest  leading 
to  the  attempt  at  measurements. 

Or  we  could  look  at  the  Soviet  Union  as  offering  us  a  parti- 
cular method  of  economic  organization.     To  over-simplify,    cen- 
tral planning  plus;    that  is,    plus  various  kinds  of  modifications, 
as  Professor  Lerner  emphasized.     But  it  isn't  just  central  plan- 
ning plus  these  various  modifications.     It  is  central  planning  as- 
sociated with  a  particular  institution  —  government  ownership — 
because  you  see  you  could  have  central  planning  more  like  the 
British  war-time  variety  in  which  great  stress  is  still  placed  on 
the  institution  of  private  ownership  and  the  pursuit  of  profits  but 
central  controls  try  to  direct  the  profit-motivated  activity. 

Or  again  you  could  look  at  certain  other  aspects  of  what  I 
will  call  "Soviet  positive  economics".     You  try  to  predict  Soviet 
behavior.     How  do  they  actually  do  things  within  this  particular 
system?     How  do  they  set  price?     How  do  they  decide  on  a  par- 
ticular level  of  investment  in  the  input- output  system?     I  am  not 
talking  about  the  mathematical  device  but  the  input- output  system 
within  the  Soviet  economy.     And  this  you  see  does  not  necessarily 
flow  at  ease  in  its  entirety.     It  does  not  necessarily  flow  from 
the  logic  of  central  planning  plus  governmental  ownership,    be- 
cause there  can  be  various  other  features  at  work,    such  as  the 
particular  ambitions  of  the  Soviet  leaders  or  the  particular  ideol- 
ogies,   or  theologies  as  some  people  have  called  them,    that  the 
Soviet  planners  have. 

Or  we  could  look  at  the  Soviet  Union  for  examples  of  the  econo- 
mizing process,    involving  factor  proportions  and  the  choice  of 
technology.     Or  we  could  ask  in  conjunction  with  this  last,    ques- 
tions of  a  welfare  economics  nature.     Given  some  goal  which  we 
set  up  or  which  we  think  we  discover,    have  the  economizing  pro- 
cesses within  the  Soviet  Union  resulted  in  as  close  an  approach 
to  this  goal  or  these  goals  as  could  have  been  achieved  through 
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a  somewhat  different  set  of  processes?     How  could  they  have 
improved  their  perfornaance? 

Well,    obviously  here  is  a  terrific  mass  of  material  which 
only  a  Soviet  specialist  who  is  at  the  same  time  an  excellent 
general  economist  and  a  wonderful  political  theorist,    a  mass 
psychologist,    ctnd  a  pretty  good  student  of  all  aspects  of  social 
anthropology,    including,    let's  say,    literature,   music,    et  cetera, 
can  handle;    and  even  then  we  may  be  a  little  bit  dubious  as  to 
how  well  he  can  handle  it  unless  he  has  lived  in  the  Soviet  Union 
for  fifty  years.    And  then  we  might  say  that  possibly  for  various 
reasons  he  wouldn't  be  a  sufficiently  unbiased  observer. 

So  what  are  we  really  going  to  set  as  the  task  for  our  curri- 
culum ? 

I  like  the  tri-partite  division  which  Professor  Lerner  sets 
up.     But  in  considering  the  undergraduate  part  of  it,   may  I  suggest 
here  a  subdivision?     What  should  we  attempt  in  a  basic  economic 
course  at  the  freshman  or  sophomore  level,    whether  we  call  it 
Principles  of  Economics,    Introduction  to  Economics,    or  any 
other  title  we  wish  to  give  it?     And  what  should  we  do  in  more 
advanced  courses  in  economics  or  more  general  courses  which 
are  not  just  economics  but  economics  plus? 

Let's  initially  concentrate  on  courses  at  the  undergraduate 
level.     It  seems  to  me  that  there  is  an  excellent  argument  for 
including  a  discussion  of  comparative  economic  systems  toward 
the  start  of  our  basic  course.     The  reason  for  saying  this  is  that 
in  most  introductory  courses  and  text  books  with  which  I  ctm  fa- 
miliar,   the  materials  are  taught  to  a  very  great  extent  as  isolated 
bits  of  analysis.     We  have  the  theory  of  the  firm,    the  theory  of 
the  commodity  market,    the  theory  of  the  labor  market,    a  certain 
amount  of  aggregative  analysis,   money  and  banking,    and  study 
of  particular  institutions  such  as  labor  unions.      The  student  who 
is  imaginative  and  highly  intelligent,    with  a  wonderful  ability  to 
organize  and  synthesize  in  his  own  mind,    somehow  can  come  out 
of  this  with  an  understanding  of  how  an  economic  system  works. 
But  I  suggest  that  in  most  of  our  economics  courses  and  certain- 
ly in  our  economics  text  books  we  don't  give  this  to  our  students 
and  therefore  there  is  a  place  at  the  start  of  the  basic  course 
for  emphasis  on  the  method  of  economic  organization,    or  on  how 
the  systenn  as  a  w^hole  is  supposed  to  work. 

What  do  we  usually  do?     We  introduce  them  to  the  central 
questions  which  Frank  Knight  stressed:    What  goods  will  be  produced? 
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How  will  they  be  produced?     For  whose  benefit  will  they  be  pro- 
duced?    We  put  in  four  or  five  paragraphs  on  the  general  working 
of  a  market  economy,    and  then  in  effect  we  say,  "God  bless  you! 
Forget  all  this  and  let's  get  on  to  the  details!" 

At  the  start  of  the  course  why  couldn't  we  instead  pay  atten- 
tion to  several  methods  of  organization?     These  could  include 
the  Soviet  method  of  organization,    or  possibly  an  ideal  type  of 
Soviet  organization  —  which  doesn't  exist  —  which  emphasizes 
administrative  planning  to  a  greater  extent  than  the  Soviet  actually 
does.     Such  study  could  give  the  students  insight  into  the  nature 
of  central  economic  problems:    For  example,    what  is  meajit  by 
economizing,    and  exactly  what  is  involved  in  the  concept  of  econo- 
mizing when  the  economizer  is  not  one  man  who  has  set  one  goal 
or  a  hierarchy  of  goals  for  himself,   but  is  instead  a  whole  society? 
The  question  involves  all  the  various  difficulties  that  are  brought 
to  mind  by  the  general  term  "social  welfare  function". 

But  there  is  no  reason  here  why  we  should  assign  monoply 
privilege  to  the  Soviet  Union  or  an  ideal  type  of  Soviet  Union  when 
we  are  talking  about  alternative  methods  of  economic  organiza- 
tion,  because  it  isn't  the  only  alternative  to  an  essentially  market- 
type  economy  such  as  we  have  in  the  United  States.     As  was  pointed 
out  earlier,    central  planning  may  involve  profit-motivated  private 
enterprise  plus  attempts  to  guide  the  profit  seekers.     It  doesn't 
necessarily  involve  governmental  ownership  as  in  Russia.     Fur- 
thermore,  I  suspect  that  if  we  would  spend  a  little  time  looking 
at  such  methods  of  organization  as  those  of,    say,    a  caste-organ- 
ized economy,    this  study  also  would  provide  interesting  insights. 

Moving  on  to  the  rest  of  the  undergraduate  program  in  eco- 
nomics,   that  is,    the  more  advanced  courses,    I  wonder  whether 
even  here  the  Soviet  Union  should  have  such  pride  of  place  as  is 
frequently  suggested.     It  is  true  that  some  courses  in  economic 
systems  that  have  been  taught  in  the  past  have  been  hodgepodges. 
But  very  possibly  one  reason  why  they  have  been  hodgepodges  is 
that  the  teachers  believed,    for  excellent  reasons,    that  there  were 
various  types  of  societies  —  or  maybe  we  should  say  different 
examples  of  societies  —  that  needed  to  be  studied,    not  just  as 
methods  of  economic  organization,    not  just  as  ways  in  which  par- 
ticular economic  questions  were  answered,   but  as  societies  in  the 
more  general  sense.     And  the  hodgepodge  nature  of  these  courses 
did  not  keep  them  from  being  rather  stimulating,    worthwhile  courses 
serving  the  goal  of  general  information  about  interesting,    unfamiliar 
societies. 
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Furthermore,    as  some  of  the  spealcers  suggested  yesterday, 
the  look  at  these  societies  as  more  general  societies,    not  just 
as  methods  of  economic  organization,    not  just  as  societies  in 
which  particular  types  of  economic  problems  are  solved  in  cer- 
tain technical  ways  and  in  which  capital  formation  is  achieved 
in  thus -and- such  a  fashion,    tends  to  correct  a  bias  which  appears 
in  much  of  the  literature  that  stresses  just  the  technical  economics 
and  the  rate  of  growth  and  so  on.     "Non- economic"  features  of 
the  social  system  may  not  only  be  of  interest  in  themselves,   but 
may  also  be  an  essential  background  for  what  takes  place  within 
"economic"  areas. 

But  even  if  we  are  concerned  with  the  narrower  economic 
questions,    I  suggest  that  for  the  great  majority  of  colleges  which 
do  not  have  large  staffs  in  economics  and  cannot  offer  a  great 
variety  of  courses,    there  is  much  to  be  said  for  a  systems  course 
as  distinct  from  a  specialized  course  in  Soviet  economics.     Ob- 
viously,   that  part  of  the  systems  course  dealing  with  the  Soviet 
economy  would  have  to  be  very,    very  substantial,    but  it  should 
not  absorb  the  great  bulk  of  the  available  time.     Indeed,    as  long 
as  our  introductory  courses,    in  most  schools  at  least,   pay  almost 
no  attention  to  economic  systems  as  a  whole,    an  upper-level 
undergraduate  course  in  economic  systems  can  advantageously 
pay  much  attention  to  the  United  States  or  some  other  example 
of  an  essentially  market-type  economy. 

Time  seems  to  be  running  out.     What  I  wanted  to  say  about  grad- 
uate-level offerings  in  Soviet  economics  therefore  will  be  cut  very 
short.     It  seems  that  at  the  graduate  level  what  we  sould  stress  is 
an  understanding  of  the  implications  of  certain  miethods  of  economic 
organization,    and  when  we  look  at  the  Soviet  Union,    we  should  very 
carefully  attempt  to  distinguish  between  those  naodes  of  behavior 
that  follow  from  the  method  of  economic  organization  and  those  modes 
of  behavior  that  follow  from  other  features  of  the  Soviet  system,  such 
as  the  theology,    the  geography,    and  the  country's  traditions. 

Chairman  Boulding:    Thank  you.    Professor  Oliver. 

I  am  going  to  take  th6  Chairman's  privilege  of  talking  for  about 
five  minutes  myself  and  then  I  want  to  throw  the  meeting  open  to 
the  floor. 

My  only  qualification  for  being  here  is,    first,    a  rather  remark- 
able ignorance  of  the  subject;    second,    the  fact  that  I  was  in  Russia 
for  three  weeks  last  summer  —  which  makes  me  not  only  ignorant, 
but  an  authority! 
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I  have  been  thinking  as  I  have  been  sitting  here:    Suppose 
that  we  reversed  the  topic  and  we  were  talking  about  the  study 
of  the  American  economy,    it's  place  in  Soviet  education?     This 
I  think  would  be  an  interesting  discussion,    especially  if  it  were 
held  in  Moscow!     And  it  would  reveal  some  extremely  interesting 
differences  as  well  as  perhaps  some  alarming  similarities  be- 
tween our  two  societies. 

We  have  had,    I  think,    an  extraordinarily  rich  discussion 
here,    much  more  rich,    I  confess,    than  I  expected.     When  I  looked 
at  this  subject,    I  had  some  forebodings  about  it.     But  it  seems 
to  me  that  the  panel  has  given  us  a  great  deal  to  think  about. 

Now  my  only  addition  to  these  excellent  remarks  is  that  in 
my  interest  as  a  meta- economist  —  I'm  awfully  glad  to  have  this 
word  I  have  been  wondering  what  I  was  for  years,    and  now  Mr. 
Lerner  has  told  me  I  am  a  meta-economist! —  if  I  didn't  do  any- 
thing about  the  subject,    the  only  other  thing  I  could  do  was  to  in- 
vent some  vocabulary.     So  I  have  invented  a  word  this  morning. 
The  word  is  "Ecorg" —  E-c-o-r-g.     It  is  a  nice  word  and  it  means 
"an  organization  which  is  organized  by  budget  rather  than  through 
the  market".     And  if  you  were  to  make  a  list  of  the  ecorgs  in  the 
world  roughly  in  the  order  of  their,    whatever  is  the  equivalent 
of  the  GNP,    it  would  run  something  like  this:    The  Soviet  Union, 
the  People's  Republic  of  China,    the  Pentagon,    Czechoslovaikia, 
General  Motors,    Yugoslavia,    General  Electric,    Bulgaria,    General 
Dynamics.     When  we  get  way  down  the  list,    we  get  to  Albania 
sandwiched  in  the  middle  of  the  minor  corporations.     These  would 
all  be  in  a  sense  ecorgs  and  obviously  we  ought  to  study  them  be- 
cause the  economic  system  consists  of  ecorgs  on  the   one  hand 
and  the  relationship  between  them  on  the  other,    and  I  don't  see 
how  we  can  talk  about  economics  on  the  assumption  that  all  there 
is  in  economics  is  the  relationship  between  things  that  we  never 
study!     So  this  is  why,    I  suppose,    we  all  study  the  Soviet  economy 
as  perhaps  the  prime  exajnple  of  what  I  suppose  we  might  call, 
for  want  of  another  word  for  it,    the  "extended  household". 

I  have  taken  a  little  longer  than  I  intended.     I  am  open  now 
to  questions.     I  suppose  I  have  to  give  the  panel  the  first  shot  at  this, 

Professor  Lerner:    I  just  want  to  say  a  very  few  words.     I  am 
delighted  to  have  the  word  "Ecorg"  and  its  obvious  relationship  to 
meta  economics.      Clearly  the  "ecorg"  is  related  to  Meta- economics 
in  exactly  the  way  the  firm  is  related  to  Economics. 
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I  would  like  to  say  one  more  sentence  about  Professor 
Bergson.     He  was  limiting  himself  very  narrowly  almost  defin- 
ing the  Soviet  Union  as  a  method  of  rapid  industrialization.     This 
to  my  mind,    —  as  a  non- specialist  —  is  much  too  narrow  and 
reflects  the  less-and-less  view  inevitable  to  a  specialist. 

A  specialist  in  a  different  field  was  Professor  Oliver  who 
has  performed  the  service  of  turning  some  of  the  things  I  was 
saying  into  actual  practical  applications  in  universities.     I  find 
myself  in  close  agreement  with  his  de- emphasis  of  government 
ownership.     On  this  point  I  think  my  position  is  put  very  clearly 
by  the  Chairman  in  his  list  of  ecorgs  in  which  government  owner- 
ship disappears  from  view  as  an  irrelevant  aspect. 

Professor  Lovenstein,    Ohio  State  University:   I  would  like 
to  make  a  brief  comment  and  direct  it  to  Professor  Oliver. 
We  have  been  talking  about  systems  and  the  possibility  of  intro- 
ducing this  in  an  elementary  course,    but  I  think  we  neglect  to 
realize  that  the  concept  of  a  system  is  very  subtle.     It  may  be 
quite  obvious  to  us  but  it  certainly  isn't  as  obvious  to  the  student 
at  the  beginning  of  a  course  and  it  cajinot  be  easily  woven  through 
a  course.     The  notion  that  we  can  simply  present  to  the  student 
the  concept  of  the  need  for  a  system  atnd  the  implication  that  the 
student  will  be  ready  to  accept  this  concept  seems  to  me  neglects 
the  huge  accumulation  that  has  to  take  place  in  the  student  before 
he  can  realize  the  need  for  a  system  and  the  values  involved  in  it. 
We  have  to  be  lots  more  modest  about  how  the  human  mind  accumu- 
lates a  recognition  of  system  analysis;    this  I  think  is  not  some- 
thing that  can  be  presented  to  the  student  as  an  introduction.      There 
are  subtleties  involved  in  getting  the  student  to  recognize  the  na- 
ture of  this  orderly  analysis  and  I  would  like  to  hear  your  comments 
as  to  the  pedagogical  problems  involved  in  the  evolution  or  the 
evaluation  of  systems. 

Professor  Henry  Oliver:    In  the  first  place,    obviously  I  agree 
that  the  concept  of  an  economic  system  is  not  a  simple  concept. 
Incidentally  I  did  not  mean  to  propose  what  Professor  Spulber 
suggested  a  while  ago,    dropping  the  initial  talks  about  economiz- 
ing.    It  seems  to  me  that  rather  the  talk  about  economizing  is  a 
logical  introduction  to  the  discussion  of  various  economic  systems, 
and  at  the  moment  I  am  experimenting  with  an  introduction  very 
much  along  Professor  Boulding's  line  —  Robinson  Crusoe,    and 
then  adding  Friday,    and  then  moving  on  from  that  to  some  simple 
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peasant  community  of  a  largely  self-sufficient  sort  —  a  certain 
amount  of  economic  anthropology,    if  you  will,    with  the  economic 
aspect  of  the  anthropology  played  up.     And  then  maybe  —  this 
is  just  a  guess  as  to  what  might  be  done  to  get  across  the  idea 
of  the  system  —  moving  on  from  that  topic  to  take  a  quick  look 
at  the  Inca  economy,    where  a  certain  amount  of  centralization 
comes  in,    and  then  a  quick  look  at  an  oversimplified  caste  system. 
Next,    moving  on  from  that  to  a  hypothetical  centrally  administered 
system,    and  from  that  to  something  like  the  Soviet  Union,    where 
I  think  the  very  nature  of  the  system  shows  itself  pretty  clearly, 
and  only  after  you  have  gone  through  all  that,    going  into  the  con- 
cept of  a  market  economy,    where  the  notion  of  system  and  its 
economic  coordination  is  one  that  is  much  more  difficult  for  the 
student  to  grasp. 

Professor  Bergson:    It  might  be  of  interest  that  last  year  we 
introduced  at  Harvard  in  the  elementary  economics  course,    ma- 
terials on  the  Soviet  economy.      These  are  presented  in  the  latter 
part  of  the  course.     Two  or  three  weeks  of  the  course  are  now 
devoted  to  this  but  the  materials  are  presented  in  the  latter  part 
of  the  course.     As  far  as  I  have  been  able  to  tell,    this  has  worked 
out  rather  well. 

Professor  Holland  Hunter.    Haverford  College:    These  remarks 
do  not  chain  onto  the  previous  speakers  but  go  to  the  question  of 
the  special  problems  of  a  small  college,   because  I  teach  at  one 
with  a  student  body  smaller  than  the  faculties  where  most  of  you 
are  —  450  students!     There  is  not  room  for  very  much  on  the 
USSR  but  I  am  glad  to  speak  in  support  of  the  concept  of  meta- 
economics  and  suggest  that  you  can  have  a  one-semester  course 
on  the  USSR  which  not  only  introduces  people  to  the  economy  but 
also  covers  something  about  the  political- social  background  and 
a  little  about  the  historical  process  this  economy  is  caught  in. 
This  can  then  be  follow^ed  by  a  one-semester  course  in  the  eco- 
nonnics  of  development.     This  is  in  effect  a  meaningful  and  up-to- 
date  course  on  comparative  economic  systems  and  one  that  can 
be  managed  with  a  small  faculty  and  is  properly  useful  for  under- 
graduate liberal  art  students.      Quite  apart  from  teaching  under- 
graduates,   just  in  terms  of  our  own  thinking  and  the  impact  on 
economics  as  a  social  science  meta-economics  is  exceedingly 
illuminating  because  studying  the  USSR,    gives  one  a  far  more 
general  understanding  of  the  resource  utilization  problem. 
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I  think  we  face  a  necessity  of  finding  naore  general  ways  of 
understanding  our  environment.     You  know  an  eighteenth  century 
gentleman  had  somehow  or  other  learned  everything.     It  is  no 
longer  possible  to  do  that.      We  have  to  retreat  from  details  and 
find  more  general  theories,    and  you  are  greatly  aided  in  this  if 
you  detach  yourself  from  a  western  market  economy  and  look 
at  several. 

One  closing  observation:    We  are  likely  to  have  more  relevant 
advice  for  underdeveloped  countries  if  we  detach  ourselves  from 
our  economy  and  look  at  resource  utilization  problems  in  this 
more  general  way. 

Professor  Arthur  Schweitzer,    Indiana  University:    I  would 
like  to  address  myself  to  the  question  of  whether  Soviet  economics 
can  be  taught  in  terms  of  an  economic  system.     I  was  very  much 
interested  in  Professor  Bergson's  remark  about  the  uniqueness 
of  the  Soviet  economy,   but  I  must  confess  I  didn't  really  get  the 
way  in  which  the  Soviet  economy  is  extraordinary.     Isn't  it  that 
here  you  have  a  political  party  which  uses  a  State  to  exploit  the 
economy  for  a  specific  goal?     Isn't  exploitation  the  central  con- 
cept by  which  we  should  study  the  Soviet  economy?     Couldn't  you 
bring  in  your  female  labor,    your  slave  labor  camps,    the  whole 
area  of  exploitation  by  the  State  in  this  central  concept?     Could 
you  not,    after  this,   bring  in  the  concept  of  expropriation  —  not 
expropriation  of  land  but  expropriation  of  savings  by  depreciation 
and  other  devices?     Could  you  not  follow  this  up  by  speaking  of 
a  colonial  type  of  exploitation  of  other  countries,    as  a  possible 
way  of  comparing  this  type  of  economy  with  other  types? 

Professor  Bergson:    I  did  not  mean  to  say  "unique".     I  think 
it  is  not  entirely  unique,    as  there  are  many  features  it  has  in 
common  with  the  Chinese  economy  and  Eastern  Europe  economies 
and  these  are  of  course  of  central  importance.     I  was  thinking  of 
the  difficulties  of  transplanting  the  Russian  experience  wholesale 
to  underdeveloped  economies.     I  was  thinking  about  extraordinary 
concentration  of  political  power  in  Russia.     I  do  stress  particu- 
larly this  concentration  of  power  together  with  the  fact  that  the 
great  power  has  been  used  for  industrialization,  meaning  a  use 
of  power  to  achieve  an  increasing  and  high  rate  of  investment, 
directed  toward  heavy  industry  and  the  like.     It  was  this  feature 
that  I  was  thinking  of  especially  when  I  stressed  the  difficulties 
of  transplanting  the  Russian  experience  elsewhere.     However, 
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I  would  be  hesitant  to  elaborate  a  course  in  just  the  terms  you 
use,  but  this  would  take  us  rather  far,  I'm  afraid,  beyond  the 
proper  scope  of  my  discussion. 

Professor  Marvin  E.  Goodstein,  University  of  the  South: 
I  hate  to  add  to  the  difficulty  of  integrating  the  Soviet  materials 
into  the  elementary  course.  I  suggest  that  part  of  the  problem 
is  due  to  the  way  we  teach  the  elementary  course.  That  is,  it 
seems  to  me  difficult  to  integrate  ideological  materials,  insti- 
tutional materials  and  materials  on  political  pressures  and  de- 
cision-mciking  in  the  Soviet  Union,    the  way  we  teach  our  economics 

course.     But  it  also  seenns  to  me,  if  we  are  going  to  accomplish 

the  function  of  informing  our  citizens  so  that  they  may  make  better 
decisions  on  their  own  —  that  the  course  should  emphasize  insti- 
tutionalism,    to  use  a  "dirty"  word.     Would  you  agree  with  me 
Professor  Oliver,    that  part  of  the  difficulty  of  integrating  Soviet 
or  world  economics  into  the  elementary  course  is  due  to  the  fact 
that  the  elementary  course  these  days  usually  gives  little  atten- 
tion to  social  institutions? 

Professor  Oliver:    I  don't  conceive  of  the  outline  I  roughly 
drew  there  as  being  an  outline  of  a  course  in  institutional  eco- 
nomics,  but  rather  of  a  basic  theoretical  course.     The  principle 
of  economizing  (which  includes  the  subprinciple  of  the  division 
of  labor)  keeps  us  from  inserting  much  social  anthropology  into 
the  economics  curriculum,    especially  in  the  first  year  course. 

Chairman  Boulding:    I  think  now  I  will  have  to  bring  the  meet- 
ing to  a  conclusion.     I  would  like  to  thank  the  panel  and  thank  the 
participants.     I  give  you  meta-economics,    gentlemen!     Let's 
hope  it  will  be  better  economics!     And  I  suggest  as  a  title  for 
our  next  text  book,  "From  Crusoe  to  Khrushchev"! 


RESEARCH  ON  THE  SOVIET  ECONOMY  — 
ACHIEVEMENTS  AND  PROSPECTS 

Robert  W.    Campbell 

Stimulated  by  the  national  interest,    encouraged  by  the  hard 
cash  of  foundations  and  the  solicitude  of  university  administra- 
tions,   research  on  the  Soviet  economy  has  expanded  prodigiously 
in  the  past  decade.     The  volume  of  research  and  publication  has 
been  large,    many  new  research  personnel  have  been  trained, 
there  has  been  a  great  increase  in  the  teaching  of  the  subject  in 
universities.      This  is  strongly  reminiscent  of  one  of  those  Soviet 
campaigns  to  catch  up  in  some  lagging  sector,    and  the  resem- 
blance is  more  than  coincidental.     Our  effort  was  prompted  by 
the  recognition  that  study  of  the  Soviet  economy  had  been  neglected 
out  of  all  proportion  to  the  world  importance  of  the  Soviet  Union 
and  its  impact  on  our  national  existence. 

By  its  nature,    the  race  to  cope  with  this  area  of  ignorance 
has  not  been  particularly  reflective,    but  recently  we  seenn  dis- 
posed to  attempt  a  definition  of  the  place  of  this  small  field  in 
relation  to  economics  as  a  whole.     This  is  the  subject  of  my  paper. 
I  will  not  try  to  deal  with  the  question  of  its  place  in  the  general 
economics  curriculum,    but  will  concern  myself  particularly 
with  its  role  in  economic  research  and  in  graduate  economics 
training. 

Accomplishments  So  Far 

The  Soviet  specialty  has  been  a  very  productive  research 
field  in  economics.     In  terms  of  its  economic  life,    at  least,    the 
allegedly  mysterious  Soviet  Union  has  been  revealed  as  not  so 
incomprehensible  after  all.    A  little  over  a  decade  has  seen  the 
filling  in  of  great  gaps  in  knowledge,    perhaps  not  definitively, 
but  in  a  scholarly,    plausible,    and  internally  consistent  way.      We 
have  something  of  the  record  of  growth,    the  explanations  for  it, 
the  beginnings  of  a  picture  of  how  the  mechanism  functions.    The 
titles  of  some  of  the  works  in  which  these  results  are  embodied,  miay 
be  found  in  the  Reading  lists  appended  to  this  volume.      The  extent  of 
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this  research  and  the  rapidity  with  which  it  has  been  performed 
are  clearly  revealed  when  we  realize  that  much  of  what  now 
passes  as  common  knowledge  was  either  considered  unknowable, 
or  unimportant,    or  sharply  controversial  within  very  recent  mem- 
ory.     That  the  Russians  train  more  engineers  and  scientists  than 
we  do,    and  that  the  quality  of  this  training  is  high  are  common- 
places today.      The  main  studies  on  which  these  comnaonplaces 
rest  were  turned  out  only  in  1955  and  195  7.      The  disbelievers  in 
Soviet  growth  are  today  much  diminished,    but  the  scholarly  docu- 
mentation accepted  as  the  proof  is  a  very  recent  accomplishment. 
Not  so  long  ago  one  could  make  his  own  guess  as  to  the  size  of 
the  Soviet  economy  relative  to  ours  —  it  was  mostly  a  matter  of 
picking  whatever  round  fraction  appealed,    but  there  was  little 
that  could  be  described  as  evidence  for  indicating  one  of  these  as 
better  than  another.     Now,    of  course,    there  is  a  great  deal  of 
information  both  on  the  ruble  valuation  of  Soviet  GNP  and  material 
on  ruble-dollar  price  ratios  which  provide  the  basis  for  conver- 
sion into  dollars.     Of  course  we  are  still  confronted  with  a  variety 
of  answers  as  to  how  big  the  Soviet  economy  is,    but  this  now  re- 
flects less  a  deficiency  of  information,    than  the  inherent  ambiguity 
of  the  question  itself. 

A  bibliography  of  works  in  English  on  the  Soviet  economy 
compiled  by  Harry  Schwartz  and  published  in  1949  is  a  striking 
reminder  of  how  far  w^e  have  come  in  this  short  period.      The  items 
in  English  which  a  bibliographer  could  find  to  list  at  that  time  were 
generally  impressionistic  and  journalistic,    many  of  them  were 
rabidly  partisan,    they  were  often  written  by  persons  who  were  naive 
both  politically  and  economically,    and  much  of  it  was  outdated  even 
then,    referring  to  the  twenties  and  early  thirties.      The  collection 
is  marked  by  the  absence  of  anything  that  could  be  called  measure- 
ment.    It  is  frightful  to  think  what  impression  of  the  Soviet  econ- 
omy one  would  have  formed  in  trying  to  digest  and  integrate  all 
the  items  listed  in  that  bibliography.      Today,    by  contrast,    one 
would  feel  little  hesitation  about  setting  up  even  a  serious  graduate 
seminar  on  the  Soviet  economy,    based  on  the  use  of  English  lan- 
guage studies  alone. 

Relationship  to  the  Field  of  Economics 

The  justification  for  all  this  research  has  been  the  "need  to 
know"  from  the  national  interest  point  of  view.     Even  though  most 
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of  the  interest  and  sponsorship  have  emanated  from  nongovern- 
mental sources,    the  impulse  has  still  been  a  realization  that 
the  actions  of  the  Russians  are  going  to  influence  our  future  in 
the  world,    so  that  we  must  know  more  about  the  operating  prin- 
ciples and  performance  of  the  economic  system  on  which  the  exe- 
cution of  its  programs  depends.      We  would  be  poorly  prepared  to 
take  intelligent  action  for  ourselves  today  if  our  understanding 
had  not  advanced  at  least  as  far  as  it  has.     Presumably,   however, 
this  is  not  a  point  that  would  rouse  any  one  to  argument.      This 
Conference  is  more  concerned  with  the  relevance  of  Soviet  eco- 
nomic studies  to  economics  in  general.     Granted  the  importance 
of  a  knowledge  of  the  Soviet  economy  for  purposes  of  statecraft, 
does  study  of  the  Soviet  economy  add  to  our  knowledge  as  econo- 
mists?    In  what  ways  does  it  enrich  economics? 

The  first  point  I  have  to  offer  on  this  question  is  the  tradi- 
tional apologia  for  the  comparative  systems  section  of  any  prin- 
ciples course.     Study  of  the  Soviet  economy  (or  any  other  alien 
economy)  gives  us  a  better  perspective  on  our  own  economic  struc- 
ture and  performance.      Trite  as  this  proposition  sounds  when  put 
into  words,    it  is  still  lively  in  application.     People  are  constantly 
finding  in  the  Soviet  experience  some  suggestive  test  of  the  per- 
formance of  our  economy  or  some  insight  into  the  role  of  some 
one  of  its  features  in  overall  economic  performance.     One  concrete 
illustration  is  probably  more  useful  than  a  long  list  of  cases.     I 
have  recently  tried  to  read  through  the  reports  in  technical  jour- 
nals by  technological  experts   (mostly  U.S.   and  British)  who  have 
visited  the  Soviet  Union  in  the  last  few  years.     A  quick  look  through 
the  H.  W.    Wilson  Company's  Science  and  Applied  Technology  Index 
would  reveal  easily  a  hundred  of  these  reports,    covering  every- 
thing from  solid-state  physics  to  prestressed  concrete.     Some  of 
them  are  undoubtedly  based  on  very  superficial  observation,    but 
others  are  based  on  as  much  as  several  months  of  work  in  Soviet 
institutions.     Almost  universally  these  experts  have  been  stimu- 
lated by  the  differences  they  note  between  the  U.  S.    and  the  Soviet 
organization  of  research  and  development  work,    and  are  prompted 
to  ponder  the  relationship  of  these  differences  to  the  speed  of  tech- 
nological progress.     Some  are  puzzled  by  communication  in  the 
Soviet  case.     A  control  engineering  delegation,    for  instance,    found 
it  hard  to  see  how  the  potential  users  of  this  new  technology  could 
be  advised  on  its  effective  application,    since  the  channels  for  dis- 
seminating this  information  with  which  they  were  familar  did  not 
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exist  in  the  Soviet  case.     Some  were  struck  by  the  power  of  re- 
search workers  to  force  rapid  application  of  research  findings 
much  greater  than  that  of  U.S.    research  workers.     A  metallur- 
gist,   for  instance,    commented  that  members  of  the  institute  in 
which  he  worked  had  easy  access  to  some  of  the  production  facil- 
ities of  the  iron  and  steel  industry  and  were  able  to  use  these  as 
proving  grounds  for  research  results.     One  noted  that  the  organi- 
zational set-up  allowed  a  close  interaction  between  basic  theoret- 
ical studies  and  practical  applications  to  the  mutual  benefit  of 
both.     I  do  not  offer  these  assertions  as  valid  conclusions,    es- 
pecially as  they  are  partly  contradicted  by  the  statements  of  other 
observers.      These  confrontations  of  our  experience  with  the  Soviet 
economic  system  seldom  yield  simple  conclusions.     But  they  do 
help  free  our  imagination  from  the  limitations  of  parochial  ex- 
perience. 

A  Model  for  Organization  Theory 

The  stimulating  effect  of  observing  a  radically  different  econ- 
omy may  extend  beyond  new  perspective  on  our  own  economy  to 
economics  itself.     For  instance  the  Soviet  economy  provides  an 
extremely  interesting  setting  within  which  to  consider  broad  ques- 
tions of  organization.     Economics  has  depended  mostly  on  a  single 
model  of  organization,   i.e.    organization  through  raiarkets.     This 
is  really  a  very  simple  theory;    our  explanation  of  how  the  market 
transmits  information,    controls  behavior,    and  co-ordinates  func- 
tions is  achieved  with  a  great  economy  in  the  kinds  of  economic 
units  envisaged  and  the  rules  of  behavior  we  postulate  for  them. 
Along  with  this,    however,    economists  have  realized  that  to  under- 
stand our  economy  we  must  explain  and  theorize  about  other  forms 
of  organization  as  well.     Market  theory  assumes  for  some  of  the 
actors   (i.e.  corporations)  an  internal  monolithic  unity  of  purpose 
and  action  which  they  do  not  in  fact  possess,    and  there  are  large- 
scale  activities  in  our  economy  within  which  resources  have  to 
be  allocated  and  decisions  co-ordinated  (as  in  defense)  which  are 
not  market-organized.     Hence  economists  have  been  forced  to 
theorize  about  other  organizational  models  for  achieving  unity  in 
action  and  the  efficient  use  of  resources.     Scientific  management, 
information  theory,    and  operations  research  all  include  gropings 
toward  such  more  general  models  of  organization. 
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My  suggestion  is  that  the  Soviet  economy,    where  market  or- 
ganization has  been  replaced  almost  entirely  by  intra- corporate 
administration,    provides  a  better  laboratory  for  the  organization- 
al theorist  than  does  the  domestic  scene.     All  the  problems  that 
concern  him  arise  there  in  much  greater  variety  than  in  our  own 
economy.      There  are  more  levels,   many  more  responsibilities 
and  functions,   many  more  subtle  gradations  between  the  simple 
poles  of  "line"  and  "staff"  functions,    more  classificatory  dimen- 
sions by  which  subunits  can  be  grouped  than  in  any  organization 
in  our  economy.     It  is  like  the  difference  between  trying  to  under- 
stand international  trade  with  an  example  using  two  countries  and 
two  commodities  and  one  using  three  countries  and  three  commoditiei 

The  history  of  Soviet  organization  abounds  in  phenomena  that 
one  feels  ought  to  be  both  interpretable  by  a  theory  of  organization 
and  at  the  same  time  able  to  enrich  it.     Enterprises  are  constantly 
being  shifted  up  and  down  between  horizontal  jurisdictions  and 
back  and  forth  between  vertical  jurisdictions.     Certain  functions 
(such  as  inventory  control,    sales,   purchasing,    technological  de- 
cisionmaking,   specialized  training,    and  research)  migrate  later- 
ally in  several  dimensions   (geographically,    technologically, 
administratively)  from  node  to  node  in  the  organizational  structure. 
They  may  also  be  split  off  from  units  at  one  level  and  distributed 
(or  consolidated)  at  some  other  level. 

We  can  usually  find  some  ad  hoc ,   common  sense,    explanations 
for  these  phenomena.      The  shifts  in  horizontal  level  can  be  thought 
of  as  adjusting  the  level  of  aggregation  of  control  indicators  to 
the  power  of  discrimination  of  the  supervising  authorities.     Shifts 
in  vertical  jurisdiction  involve  a  search  for  appropriate  supervi- 
sory perspective.     For  instance  one  writer  conaments  that  plants 
producing  construction  nnachinery  ought  to  be  administered  as  a 
group  so  that  their  design  personnel  will  have  a  general  acquain- 
tance with  the  problems  of  construction,    and  therefore  will  be 
able  to  use  imagination  in  designing  machines  to  meet  these  needs. 
But  at  the  same  time  he  recognizes  that  such  an  arrangement  would 
conflict  with  the  desideratum  of  specializing  the  production  of  con- 
struction machines  by  production- technological  differentia  so  that 
they  can  be  produced  efficiently.     One  finds  in  the  flux  of  organi- 
zation in  the  Soviet  economy  so  many  concrete  illustrations  of  the 
way  in  which  pure  structure  influences  behavior  that  studying  it 
should  suggest  more  general  concepts  and  hypotheses  about  the 
relationship  between  structure  and  behavior. 
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Admittedly  this  kind  of  integration  has  not  gone  very  far  yet, 
and  it  is  easier  to  point  out  suggestive  phenomena  than  to  show 
how  these  have  stimulated  our  own  thinking.     One  example  must 
suffice  to  illustrate  the  kind  of  stimulus  the  Soviet  economy  can 
afford.     The  western  economist  has  a  strong  feeling  that  rational 
economic  organization  implies  that  all  of  the  units  involved  maxi- 
mize something.     We  introduce  the  concept  of  strategy  to  take 
account  of  uncertainty,    and  conceptualize  objective  functions  which 
permit  the  reconciliation  of  conflicting  goals.     All  this  is  done  to 
preserve  the  basic  assumption.     Similarly  within  the  corporation 
we  try  to  demonstrate  how  unity  of  action  conforming  to  the  pos- 
tulated behavior  for  the  unit  as  a  whole  can  be  achieved  by  giving 
each  person  something  unambigous  to  maximize  a  single  in- 
dicator like  profit,    if  possible.     If  the  total  objective  cannot  be 
so  neatly  parceled  out,    then  lower  level  personnel  must  be  pro- 
perly coached  on  the  trade  off  function  between  different  objectives 
and  should  have  the  constraints  they  must  observe  made  clear. 
The  Soviet  leaders  do  not  operate  their  big  corporation  this  way. 
Soviet  bureaucrats  are  given  a  multiplicity  of  targets  with  no  ex- 
plicit trade-off  function,    and  no  unambigous  indication  of  constraints, 
Moreover,    the  reality  of  the  de  jure  constraints  and  the  priority 
scale  change  over  time.     Starting  from  our  preconceptions  of  ra- 
tional organization  the  first  response  of  an  economist  or  manage- 
ment consultant  is  that  this  is  a  poor  way  to  run  a  corporation. 
However,    one  economist  has  suggested  that  this  is  a  perfectly 
sensible  organizational  principle,    essential  to  avoid  bureaucratic 
degeneracy.     If  a  consistent  set  of  priorities  and  an  explicit  set 
of  constraints  were  inculcated  into  the  lower  level  managers,    then 
people  at  the  top  would  lose  their  ability  to  alter  behavior  at  the 
lower  levels  of  the  structure.     Ambiguity  preserves  adaptability. 
Apparently  the  notion  was  first  suggested  by  sociological  writings, 
but  the  Soviet  economy  provides  a  convincing  illustration  and  ma- 
terial for  refining  the  hypothesis. 

Economic  development.     Some  of  the  most  obvious  lessons 
to  be  learned  from  study  of  the  Soviet  economy  concern  economic 
development.     Since  Professor  Bergson  has  discussed  these  at 
some  length,    however,    I  will  limit  myself  to  the  assertion  that 
salient  features  of  the  Soviet  development  strategy  as  listed  be- 
low offer  strong  if  not  unambigous  evidence  on  many  of  the  issues 
that  arise  in  contemporary  discussions  of  economic  development. 
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(1)  The  Russians  have  deferred  progress  in  agriculture  for 
thirty  years  while  developing  other  areas  of  the  econonny.      This 
policy  has  meant  agricultural  stagnation  and  the  establishment 
of  a  repressive  institutional  order  in  agriculture,    but  it  makes 
clear  that  agricultural  progress  is  not  necessarily  a  prerequi- 
site or  even  a  concurrent  necessity  in  industrialization. 

(2)  Soviet  development  provides  an  interesting  variation  on 
the  population  problem.     A  number  of  factors,    mostly  accidental, 
but  partly  the  result  of  conscious  policy,    have  kept  their  rate  of 
population  growth  very  low —  about  .6  per  cent  per  year  since 
1913.      The  Russians  do  not  advertise  this  and  indeed  seem  rather 
ennbarrassed  about  it.     Nevertheless  the  slow  rate  of  population 
growth  is  surely  one  of  the  main  ingredients  of  their  success. 

It  has  meant  that  the  rise  in  capital  stock  could  keep  up  with  the 
growth  in  the  nonagricultural  labor  force  and  even  exceed  it,    thus 
obviating  employment  problems.      The  absence  of  pressure  to 
spread  investment  resources  over  large  labor  force  increments 
also  gave  them  a  freer  hand  in  technological  policy  than  they  might 
otherwise  have  had,    permitting  them  to  employ  capital  intensive 
technology. 

(3)  They  have  shown  how  some  of  the  difficulties  in  capital 
accumulation  can  be  evaded.     They  have  gotten  by  with  remark- 
ably little  social  overhead  investment  and  have  managed  to  reserve 
a  preponderance  of  investment  resources  for  the  growth- effective 
sectors.      Starting  with  a  considerable  heritage  of  social  capital, 
they  have  fairly  effectively  limited  the  flow  of  capital  in  that  direc- 
tion by  more  intensive  use  of  existing  capital  as  on  the  railroads, 
and  by  simply  letting  the  standard  of  services  deteriorate,    as  in 
housing  and  urban  facilities. 

(4)  Their  experience  helps  us  to  understand  the  relationship 
of  ideologies  to  economic  development.      There  is  a  puzzling  in- 
consistency between  the  Russians'  representation  of  themselves 
as  Marxists,    and  policies  that  are  clearly  incompatible  with  the 
spirit  of  Marx.     If  we  reject  these  protestations  as  false  and  re- 
gard the  leaders  as  simply  the  administrators  of  a  development 
program,    we  must  still  explain  why  they  nnake  such  an  effort  to 
reconcile  everything  with  Marx.      The  answer  is  probably  that  the 
meaning  of  the  ideology  is  to  be  sought  not  in  its  manifest  content 
but  as  a  force  for  mobilizing  society  and  for  justifying  the  sacri- 
fices and  dislocations  of  the  industrialization  process.      The  Russian 
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case  should  help  us  avoid  the  error  of  considering  industrializa- 
tion apart  from  these  non-economic  factors. 

Generally  speaking  the  evidence  is  not  impressive  in  support 
of  the  hope  that  the  underdeveloped  part  of  the  world  is  going  to 
be  remarkably  successful  in  overcoming  poverty.     Soviet  experi- 
ence emphasizes  how  n:iuch  easier  it  is  when  there  is  a  good  base 
from  which  to  start  and  when  population  growth  does  not  compli- 
cate matters.      The  Russians  have  not  discovered  any  magical 
formula  for  painlessly  bypassing  the  obstacles  to  growth.     But 
even  this  is  a  useful  conclusion,    if  not  a  comforting  one. 

Economic  analysis.     All  the  foregoing  can  be  sumnnarized 
in  the  proposition  that  the  economic  experience  of  the  Soviet  Union 
constitutes  a  set  of  observations  and  facts  that  are  very  sugges- 
tive to  economists  working  in  a  variety  of  fields.     The  source  of 
the  inspiration  is  thus  the  Soviet  economy  rather  than  Soviet  eco- 
nomics.     This  implication  is  not  unintentional.      The  Russians  do 
virtually  nothing  that  could  be  called  theoretical  analysis  of  the 
behavior  of  their  own  economic  system.      The  closest  they  have 
come  is  the  enunciation  of  certain  laws  such  as  the  "law  of  pro- 
portional development  of  the  national  economy"  or  the  "law  of  the 
constantly  improving  welfare  of  the  toiling  masses."     These  fail 
to  satisfy  both  because  they  are  not  at  all  like  the  postulates  that 
we  take  as  the  basis  of  our  economic  theory,    and  because  they 
are  patently  false  even  as  descriptive  regularities. 

A  Soviet  discourse  on  political  economy  is  the  most  disnn.al  and 
mind-breaking  thing  one  can  imagine.     Though  one  may  intrigued 
into  starting  to  read  a  Soviet  discussion  of  standard  economics  pro- 
blems  (I  have  in  mind  such  questions  as  capital  allocation,    choice 
of  technical  variants,    specialization,    or  determination  of  the  in- 
put mix  or  output  mix)  he  soon  gives  up  because  of  the  sterility 
of  a  discussion  which  lacks  the  basic  economic  concepts.      Thou- 
sands of  pages  of  obscurantist  prose  might  have  been  avoided  if 
only  the  Russians  admitted  and  mastered  such  elements  of  the 
theory  of  value  as  allocation  among  alternative  uses,    cost  and 
productivity  at  the  margin,    and  opportunity  costs.     Nor  have  Soviet 
economists  contributed  much  to  the  world  tradition  of  economic 
reasoning.     Not  that  they  do  not  evince  an  interest  —  critiques  of 
Keynesian  theory,    econometrics,    or  the  bourgeois  theory  of  value 
are  standard  items  in  the  Soviet  journals.     But  the  authors  are 
simply  not  talking  the  same  language.     An  economist  will  not  gain 
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much  in  terms  of  theoretical  sophistication  or  analytic  subtlety 
by  absorbing  the  thought  of  Soviet  economists. 

Nevertheless  it  would  be  going  too  far  to  say  that  the  Rus- 
sians have  not  developed  any  useful  insights  or  economic  concepts. 
The  logic  of  economizing  is  a  powerful  force,    and  the  practice  of 
economic  life  is  constantly  pushing  Soviet  planners  and  economists 
in  the  direction  of  concepts  of  economic  rationality.     One  frequently 
sees  examples  of  economic  reasoning  applied  to  small  areas  — 
such  as  distribution  of  load  among  electric  stations  or  proper  num- 
ber and  spacing  of  oilwells  to  exploit  a  petroleum  reservoir.      That 
these  attempts  have  not  coalesced  into  a  general  integrated  theory 
of  the  whole  economy  is  mostly  the  result  of  ideological  suppres- 
sion.    One  suspects  that  if  Soviet  economists  are  freed  from  this 
their  situation  will  call  forth  a  real  flowering  of  economic  analysis. 

The  thing  that  makes  this  point  worth  talking  about,    of  course, 
is  the  renewed  interest  in  economic  theorizing  that  has  come  about 
as  the  result  of  Kantorovich's  work.     I  cannot  recapitulate  here 
the  history  of  the  Russian  interest  in  mathematical  economics. 
But  the  interesting  point  is  that  the  inevitable  has  happened.     Start- 
ing with  a  purely  workaday  problem  (the  assignment  of  a  workload 
among  different  kinds  of  machines  so  as  to  maximize  output)  Kan- 
torovich  was  led  on  to  more  general  lucubrations  about  the  logic 
of  choice  ajid  the  weighing  of  alternatives,    and  in  the  end  rediscov- 
ered the  essential  core  of  value  theory.     This  is  interesting  just 
from  the  point  of  view  of  the  history  of  economic  thought.     Any 
theories  about  the  generation  of  economic  ideas,    and  their  relation 
to  social  forces  has  here  an  instructive  case  that  must  be  fitted 
in.     But  the  most  important  result  is  that  this  is  a  symptom,    if  not 
the  agent,    of  a  break  in  the  stranglehold  of  Marxism  on  Soviet  eco- 
nomic thought.     Apparently  Kantorovich  is  going  to  be  able  to  car- 
ry all  of  Soviet  economics  with  hinn.     In  the  spring  of  195  9  the 
Russians  held  a  conference  on  naathematical  methods  in  economics 
and  the  program  included  papers  on  subjects  and  with  approaches 
thoroughly  familiar  to  us,   but  entirely  novel  for  the  Russians. 
Moreover,    the  conference  recommended  reorienting  Soviet  eco- 
nomics training  and  research  along  the  new  lines,    the  publication 
of  books,    the  establishment  of  new  institutes  to  employ  mathemat- 
ical methods,    the  publication  of  a  special  journal  and  allocation 
of  more  space  in  existing  journals  for  the  new^  work.      The  Academy 
of  Sciences  has  endorsed  these  recomnaendations. 
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To  appreciate  the  significance  of  all  this  one  must  realize 
that  the  phrase  "mathematical  methods  in  economics"  is  not  com- 
pletely candid  —  it  also  serves  as  a  euphemism  for  the  new  non- 
Marxist  theory  of  value.     Some  of  the  discussion  at  the  conference 
concerning  the  validity  of  the  new  theory  of  value  was  understand- 
ably cautious,   but  the  heresy  seems  safely  on  the  way  to  accept- 
ance.    It  seems  a  saie  prediction  that  once  this  has  happened, 
American  economiists  will  find  it  useful  to  read  Soviet  economics 
literature  just  as  American  physicists  find  it  useful  to  read  Soviet 
physics  literature.     The  change  will  put  the  Russians  back  into 
the  international  scientific  community  in  economics,    and  what 
they  say  and  do  will  become  of  interest  to  us.     Of  course  this  is 
still  a  prospective  rather  than  an  accomplished  development,    and 
it  is  true  that  their  economic  reasoning  will  always  concern  only 
a  part  of  what  we  consider  the  field  of  economics  to  cover.     But 
that  part  is  on  the  frontier  whither  economics  seems  to  be  going, 
and  should  make  interesting  reading.     Also  the  Soviet  economics 
literature  ought  to  be  stimulating  just  because  of  the  different  en- 
vironment within  which  the  Russians  will  be  applying  their  analysis. 

What  Remains  to  be  Done 

The  second  part  of  our  problem  is  to  consider  the  prosepcts 
for  further  research  on  the  Soviet  economy.     What  parts  of  it  re- 
main to  be  explored?     Are  there  enough  problems  of  interest  and 
significance  still  to  be  dealt  with  to  warrant  the  direction  of  sig- 
nificant numbers  of  graduate  students  into  the  Soviet  field?     In 
dealing  with  this  question  I  can  do  no  better  than  take  as  a  point 
of  departure  what  another  economist  (Gregory  Grossman  of  the 
University  of  California)  has  already  said  on  the  subject.     In  a 
recent  survey  of  past  research  he  characterizes  most  of  the  work 
done  on  the  Soviet  economy  so  far  as   (1)  very  aggregative,    and 
(2)  concerned  with  "what"  and  "how  much"  rather  than  "why"  and 
"how".     It  has  been  aimed  at  sketching  out  the  aggregate  statis- 
tical indicators  of  Soviet  economic  performance.     Much  less  atten- 
tion has  been  given  to  subgroupings  within  the  economy  and  only 
a  beginning  has  been  made  in  elaborating  an  overall  model  to  ex- 
plain the  workings  of  this  system.     One  of  the  biggest  of  the  studies, 
for  instance,    is  the  Bergson-RAND  study  of  Soviet  income  and 
product,    but  even  with  all  the  supporting  tables  in  the  underlying 
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calculations,    the  conclusions  are  still  quite  aggregative.     The 
final  form  of  the  estimate  for  each  year  is  a  table  with  very  few 
subheads.     Computing  the  growth  of  industrial  output  has  been 
one  of  the  favored  topics,   but  there  are  more  studies  of  the  ag- 
gregate than  there  are  of  individual  industries.     Nor  have  any  of 
the  questions  we  ask  about  the  economy  as  a  whole  been  answered 
for  individual  regions  of  the  Soviet  Union. 

Construction  of  a  model  of  the  operation  of  the  system  will 
never  be  possible  without  descriptions  and  theories  of  the  various 
institutions  that  are  involved,   but  so  far  only  a  few  of  these  have 
been  dealt  with,   notably  the  industrial  enterprise.     Such  impor- 
tant agents  as  financial  institutions,    planning  and  decisionmaking 
organs  of  the  middle  and  upper  levels  of  the  structure,    and  enter- 
prise engaged  in  distribution  have  been  much  less  fully  investi- 
gated.    We  are  still  very  short  on  abstractions  and  integrating 
concepts  which,    like  competition  or  profit  maximization  in  our 
economy,    tie  the  whole  structure  together.      The  notion  of  a  com- 
mand economy,    and  Grossman's  concept  of  the  "routinization  of 
growth  processes"  are  a  beginning,   but  the  content  and  implica- 
tions of  these  concepts  are  still  only  tentative. 

Some  illustrative  suggestions  for  studies  that  ought  to  be 
done  follow. 

Industry  studies.    At  any  detailed  level  it  is  hard  to  make 
generalizations  about  the  industrial  sector  of  the  Soviet  econonny. 
The  total  output  grows  because  there  has  been  a  plentiful  supply 
of  capital,   plenty  of  labor,   pressure  from  the  top,    and  rapid  tech- 
nological change.     But  these  explanations  are  not  reconciled  in 
detail  with  a  knowledge  of  the  performance  of  individual  industries^ 
and  they  tell  us  little  about  the  variation  from  industry  to  industry. 
In  the  Soviet  Union,    even  more  than  in  other  countries,   there  are 
radical  differences  in  the  supply  of  talent,    the  access  to  capital, 
the  strength  of  innovational  pressures,    and  the  degree  of  priority 
enjoyed  by  different  branches  of  industry.     Moreover,    there  are 
important  differences  in  performance  not  explained  even  by  these 
variables.     Both  the  Soviet  coal  and  steel  industry,    for  instance, 
have  been  high  priority  industries  in  Soviet  planning,   but  by  Amer- 
ican standards  the  coal  industry  seems  to  lag  far  behind  the  steel 
industry  in  its  performance.     Coal  miners  are  the  highest  paid 
workers  in  Soviet  industry.     Very  large  capital  resources  have 
been  allocated  to  the  coal  industry,    as  indicated  by  the  fact  that 
the  Soviet  coal  industry  has  much  more  nnotive  power  per  ton  of 
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output  than  does  the  U.S.  coal  industry.     Nevertheless  output 
per  coal  miner  is  less  than  a  fifth  that  of  the  U.S.  level.     The 
Soviet  steel  industry  on  the  other  hand  compares  much  m.ore  fav- 
orably with  its  opposite  number  in  the  United  States,    with  high 
capital  productivity,    and  with  a  much  better  showing  in  relative 
labor  productivity  than  the  coal  industry.     Until  we  can  explain 
such  intra-industry  anomalies  in  the  USSR,    we  do  not  really  un- 
derstand how  the  Soviet  economy  works,    and  we  cannot  hope  to 
understand  these  anomalies  without  intensive  industry  studies. 

As  another  illustration  of  the  need  for  studies  of  individual 
industries,    consider  the  Soviet  petroleum  industry.     Ever  since 
the  Second  World  War  there  seems  to  have  been  a  tradition  which 
held  that  the  Russians  cannot  produce  oil.     Spokesmen  for  the  U.S. 
oil  industry  tell  us  that  only  competition  can  find  oil,    and  even 
the  more  scholarly  types  have  concluded  that  the  Russians  will 
have  a  hard  time  keeping  up  with  the  needs  of  their  own  economy 
without  becoming  again  as  they  have  been  in  the  past,    a  signifi- 
cant oil  exporter.     But  in  recent  years  the  Soviet  oil  industry  has 
made  rapid  advances  in  the  depth  of  wells,   the  expansion  of  re- 
serves,   and  in  crude  oil  production.     Exports  have  jumped  from 
2.9  million  metric  tons  in  1955  to  12.5  million  metric  tons  in  1959. 
One  feels  that  there  ought  to  exist  a  thorough  study  of  the  Soviet 
oil  industry  to  which  one  could  turn  for  some  background  to  inter- 
pret these  developments,   but  there  is  none.     Granted  that  much 
of  our  speculation  in  the  past  was  built  on  the  very  limited  data 
which  the  Russians  published  on  the  oil  industry,    the  change  in 
statistical  policy  has  been  perhaps  sharper  here  than  anywhere, 
and  there  is  no  real  data  barrier  to  such  a  study  today. 

The  concept  of  industry  studies  is  not  limited  to  maniifactur- 
ing  and  mining,   but  covers  any  sector  of  the  economy.     Detailed 
studies  of  transportation  and  agriculture  have  been  made,   but  one 
very  important  sector  —  construction  —  has  been  almost  com- 
pletely neglected.     In  transportation  the  large  studies  have  been 
limited  to  rail  transportation.     One  looks  at  Soviet  freight  turnover 
statistics  by  carrier,    finds  that  the  railroads  handle  about  85  per 
cent  of  the  total  and  decides  to  limit  his  transportation  study  to 
the  railroads.     But  water  transportation  is  a  big  enough  activity 
to  justify  treatment  of  itself  alone,    and  we  will  not  have  really  cov- 
ered Soviet  transportation  until  someone  looks  at  water  transportation. 

Some  would  say  that  I  am  exaggerating  our  ignorance  of  Soviet 
industries.     It  is  ture  that  one  could  compile  a  bibliography  of 
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publications  on  individual  sectors,    or  make  a  fairly  long  list  of 
persons  who  have  worked  on  or  are  acquainted  with  some  industry 
or  another.     But  these  do  not  represent  real  industry  studies  in 
the  full  sense  of  the  term;    they  do  not  cover  the  full  range  of  top- 
ics an  industry  study  should.     In  any  case  it  must  be  rennembered 
that  it  is  extremely  difficult  to  write  a  definitive  industry  study. 
There  is  a  constant  interaction  between  the  results  of  those  who 
study  individual  industries  and  those  who  write  about  the  whole 
system.     As  more  is  done  on  the  integration  of  our  picture  of  the 
Soviet  economy,    what  ought  to  be  asked  about  a  Soviet  industry 
changes  and  becomes  clearer,    so  that  industry  studies  have  a  way 
of  getting  out  of  date.      The  questions  they  need  to  answer  change 
as  our  general  understanding  grows.     For  instance  only  recently 
are  we  getting  some  idea  of  what  questions  about  technological 
progress  ought  to  be  dealt  with  in  any  Soviet  industry  study. 

Regional  studies.    Another  dimension  along  which  the  Soviet 
economy  calls  for  disaggregation  is  the  geographic  one.      This  is 
a  vast  country  with  great  differences  in  density  of  population,    nat- 
ural resources,    and  pre-existing  levels  of  development.      There- 
fore,   despite  central  planning  and  control  there  are   distinct  regional 
econonnies  differing  from  each  other  in  the  levels  of  income  gen- 
erated,  their  rates  of  growth,    and  the  developmental  barriers  each 
has  faced.     As  in  the  United  States  there  are  old  and  new  areas, 
depressed  and  overpopulated  areas,    areas  with  large  undeveloped 
potential.     One  suspects  that  there  are  still  other  differentia  pe- 
culiar to  the  Soviet  system  itself. 

Since  past  research  has  been  aggregative,    we  know  very  little 
just  in  descriptive  terms  about  regional  differences  in  income, 
the  variety  of  development  (or  stagnation)  patterns  that  different 
regions  have  experienced.     Alternative  patterns  would  differ  in 
such  variables  as  the  importance  of  transport  links,    power,    other 
natural  resources,    or  labor  as  the  stimulus  to  development,    where 
the  labor  came  from,    whether  growth  involved  a  few  large  plants, 
or  was  what  the  Russians  call  "conaprehensive"  i.  e.  well  rounded 
with  the  development  of  a  whole  complex  of  mutually  complemen- 
tary activities.     Some  might  reconnmend  that  this  kind  of  work  be 
left  to  geographers,    and  it  is  true  that  until  now  only  geographers 
have  done  much  with  it.     Nevertheless,    the  subject  involves  es- 
sentially economic  questions  of  location,    specialization,    scale  of 
plants  and  the  allocation  of  investment.      Thus,    whoever  does  it. 
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even  the  descriptive  work  ought  to  be  informed  by  economic  no- 
tions concerning  the  questions  to  be  asked  and  the  variables  to 
be  considered. 

Such  regional  studies  would  be  interesting  in  themselves,  but 
in  addition  they  are  one  of  the  ingredients  required  for  interpre- 
ting the  total  system.     As  an  illustration  consider  the  following. 
One  of  the  perennial  themes  of  the  Soviet  writers  on  location  pro- 
blems has  been  the  development  of  Siberia.     It  is  claimed  as  one 
of  the  virtues  of  socialism  that  it  alone  can  discover  and  develop 
the  untold  wealth  of  this  fabulous  region.     Given  the  similarity 
of  settings,    one  might  indeed  expect  the  planners  to  have  achieved 
something  like  the  great  westward  movement  in  our  economy  at 
a  comparable  stage  of  development,    or  the  southward  shift  that 
has  taken  place  since  the  thirties.     But  taking  into  account  that 
the  Russians  have  gone  through  the  same  stage  of  development  at 
a  much  more  rapid  pace,    the  eastward  shift  in  the  center  of  gra- 
vity of  the  Soviet  economy  is  surprisingly  slight.     Indeed  such 
shift  as  has  occurred  is  mainly  the  result  of  the  exogenous  pres- 
sure of  the  Second  World  War.     There  is  a  danger  of  letting  one- 
self be  misled  by  the  Russian  bias  concerning  the  great  potentialities 
of  Siberia,     Perhaps  a  true  appreciation  of  the  resource  situation 
would  not  lead  us  to  expect  a  great  shift.     Nevertheless,    I  am  in- 
clined to  believe  that  the  stability  of  the  locational  pattern  has 
something  to  do  with  the  nature  of  Soviet  economic  organization. 
The  familiar  notion  of  agglomeration  economies  acquires  under 
Soviet  conditions  a  special  strength,    having  to  do  with  the  complexi- 
ties of  plajining  equilibria  in  regional  breakdowns,    errors  of  cal- 
culation,   including  a  short  time  horizon,    and  difficulties  in  developing 
the  ancillary  activities  which  must  accompany  large  enterprises  in 
new  areas,   but  are  below  the  threshold  of  significant  notices  to  cen- 
tral planners. 

Economists  have  done  some  work  on  these  problems,  and  these 
have  been  interesting  studies.  But  I  think  that  this  is  an  area  where 
even  the  questions  have  not  yet  been  formulated. 

Regional  studies  are  a  good  illustration  of  a  reminder  that 
might  have  been  added  at  several  points.     We  can  now  hope  real- 
istically to  tackle  some  of  the  problems  left  undone  before  because 
of  better  data  availability.     The  regional  statistical  handbooks  and 
regional  geographies  which  the  Russians  have  been  publishing  in 
such  profusion  provide  material  not  available  before,    and  scarcely 
utilized  now. 
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The  import  of  this  brief  survey  of  some  dark  corners  of  our 
knowledge  concerning  the  Soviet  economy  is  not  hard  to  sense. 
In  the  jargon  of  our  trade,    there  are  enough  thesis  topics  here 
for  a  couple  of  generations  of  graduate  students.     In  closing,    how- 
even,    I  must  emphasize  that  the  needs  and  potentialities  are  great- 
er than  indicated  by  this  proposition  alone.     We  should  remember 
that  it  is  not  only  graudate  students  who  do  research,    and  the  field 
of  Soviet  economics  offers  numerous  problems  calling  for  more 
mature  talent,   more  broadly  conceived  approaches,    and  more  time 
than  Ph.  D.    dissertations  usually  involve.     In  my  discussion  of 
fruitful  research  possibilities,    I  was  more  interested  in  convincing 
illustration  than  in  taxonomic  closure,    and  have  not  given  much 
attention  to  these  broader  research  problems.     But  one  of  the  points 
made  by  Grossman  in  the  survey  mentioned  earlier  is  that  there 
is  a  great  need,   first,    for  more  efforts  at  constructing  general 
models  of  the  Soviet  system  or  at  least  hypotheses  aimed  at  creat- 
ing general  models.     Second,    it  would  be  very  useful  to  have  some 
economic  histories. 

Most  of  us  who  teach  courses  on  the  Soviet  economy  usually 
treat  everything  since  1928  as  a  single  period,    essentially  home- 
geneous  in  its  institutions,    mechanisms,    and  drives.      This  asser- 
tion is  harmless  as  a  pedagogical  simlifi cation,   but  of  course  is 
not  really  true.     Even  apart  from  such  cataclysmic  events  as  the 
Second  World  War  there  are  significant  differences  in  the  tone  of 
life,    and  the  nature  of  problems  between  the  first  five  year  plan 
and  the   third,    not  to  mention  the  seven  year  plan.     Surveys  which 
would  reduce  the  variance  in  these  phenomena  by  stratification 
into  more  homogeneous  time  periods  would  make  integrating  ideas 
much  easier.      These  are  very  ambitious  tasks,    of  course,   but  at 
the  same  time  they  promise  great  rewards  if  successfully  accom- 
plished.    The  Soviet  econonay  is  still  a  field  in  which  there  is  still 
much  worthwhile  to  do,    scores  of  good  books  to  be  written,    plenty 
of  challenging  opportunities  for  reputations  to  be  made. 
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APPENDIX  I.     OUTLINES  AND  READING  LISTS  FOR  SOVIET 
ECONOMICS  COURSES 

The  experience  acquired  at  Indiana  University  in  the  teach- 
ing of  courses  in  Soviet  economics  for  undergraduates,    graduates 
and  specialists  may  furnish  some  useful  suggestions  for  designing 
the  appropriate  courses  in  this  field  in  other  colleges.     Included 
herein  are  outlines  and  readings  of  the  main  courses  presently 
given  on  the  subject  at  Indiana  University. 

THE  SOVIET  ECONOMY:    ORGANIZATION  AND  GROWTH 
(E393)  is  designed  primarily  for  undergraduates  working  in  any 
discipline.     It  aims  at  examining  the  Soviet  structural  organiza- 
tion and  growth  in  historical  perspective.      The  course  first  sketchei 
Russia's  pre-revolutionary  economic  background.     It  then  ana- 
lyzes the  institutional  shifts  and  the  economic  performance  during 
each  of  the  USSR's  basic  historical  stages  —  War  Communism, 
New  Economic  Policy,    All- Around  Planning  Period  (opened  in 
1928),    and  the  Post-Stalin  period  since   1953.     As  designed,    E393 
may  fruitfully  be  combined  with  a  general  course  on  DEVELOP- 
MENTAL PROBLEMS  OF  NON-INDUSTRIALIZED  COUNTRIES 
(at  Indiana,    a  joint  Economic  and  Government  course,    E  and  G 
493)  in  order  to  furnish  the  undergraduates  with  an  integrated 
view  on  the  "non- Western"  world.     In  this  respect  the  Indiana  ex- 
perience seems  to  parallel  up  to  a  point  the  experience  of  Haver- 
ford  College  as  suggested  by  Professor  Holland  Hunter  in  the 
panel  discussion  above. 

The  STRUCTURE  AND  FUNCTIONING  OF  SOVIET-TYPE 
ECONOMIES  and  ALLOCATION  OF  RESOURCES  AND  ECONOMIC 
GROWTH  IN  SOVIET-TYPE  ECONOMIES  (  E494  and  E594)  is  a 
sequence  designed  for  top  seniors  and  graduates  in  economics  as 
well  as  for  graduate  students  in  other  departments  who  intend  to 
specialize  in  the  study  of  Soviet-type  societies.     These  courses 
attempt  to  analyze  both  the  modus  operandi  of  a  Soviet-type  econ- 
omy today  and,    the  variations  made  on  the  Soviet  "theme  "  by 
Communist  countries:    hence  they  integrate  analytically  materials 
on  the  Soviet  Union  as  well  as  on  other  Soviet-type  economies. 
Truly  enough,    as  Professor  Abram  Bergson  underlines  above  in 
the  panel  discussion,    the  USSR  is  the  outstanding  Soviet-type 
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economy  and  the  study  of  its  experience  is  presently  far  more 
advanced  than  the  study  of  other  cases.     Hence  the  materials  in 
our  reading  lists  on  the  USSR  exceed  by  far  the  entries  on  these 
other  cases.     However  a  new  and  interesting  literature  is  emerging 
in  this  respect,    e.  g.    the  useful  Balassa  or  Kornai  studies  and 
more  materials  of  this  calibre  may  be  expected. 

As  indicated  in  the  outline,    the  sequence  E494-E5  94  examines 
the  elaboration  of  a  Soviet-type  economic  plan,    the  connections 
of  the  main  sectors  to  that  plan,    the  planning  and  accounting  of 
income  and  money  flows,    the  Communist  strategy  of  industriali- 
zation and  the  problems  of  efficiency,    and  finally  the  cooperation 
among  Soviet-type  economies  and  the  competition  with  capitalism. 
As  designed,    the  first  course  centers  on  the  plan  and  the  sectoral 
connections.     The  second,    on  income  and  growth.      The  latter 
course  explores  the  underlying  Soviet  theories  and  assumptions 
and  may  complement  other  offerings  in  macro-economics  and 
development. 

These  courses  are  offered  at  Indiana  University  in  the  De- 
partment of  Economics  and  are  also  listed  in  the  offerings  of  the 
Russian  and  East  European  Institute.      The  Institute  sponsors  two 
interdisciplinary  programs:    one  on  the  Soviet  Union,    and  one  on 
Eastern  Europe.      The  candidates  for  the  certificate  in  either  area 
—  who  work  concomitantly  for  a  degree  in  a  discipline  —  must 
take  at  least  one  of  the  courses  E494  or  E594  for  the  completion 
of  an  area  certificate.      While  the  respective  courses  in  Geography, 
History,    Government,    etc.    are  differentiated  by  areas,    in  Eco- 
nomics a  single  unified  sequence  is  given  the  candidates  for  either 
certificate. 

The  reading  lists  are  composed  of  English  materials  only. 
These  are  now  also  quite  sufficient  for  conducting  seminars  in 
this  field. 

Nicolas  Spulber* 


*The  indicated  courses  are  taught  at  Indiana  University  by 
Professor  Robert  W.    Canapbell  and  myself. 
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Economic  Growth,    Row,    Peterson  &:  Co.,    Evanston, 

1953. 
Harris,    C.  D.,  "Soviet  Agricultural  Resources  Reappraised", 
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2.  Earlier  Historical  Background 

Bendix,    Reinhard,    Work  and  Authority  in  Industry,    Wiley, 
New  York,    1956. 

Bowden,    Karpovich  and  Usher,    An  Economic  History  of 
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Liashchenko,    Peter,    History  of  the  National  Economy  of 
Russia.    MacMillan,    New  York,    1949  ( Part  II,  "Capital- 
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Schwartz,    H.,    Russia's  Soviet  Economy  ( op.  cit.,    Ch.    2). 

3.  Ideological  Background 

Carew-Hunt,    R.  N.,    The  Theory  and  Practice  of  Communism, 

MacMillan,    New  York,    195  7. 
Daniels,    Robert  V.,    A  Documentary  History  of  Communism, 
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Macridis,    R.  C,  "Ideology",    in  Hus zar  et  al . ,    Soviet  Power 

and  Policy,    Crowell,    New  York,    1955. 

4.  Socialist  Transformation  and  the  Industrialization  Problem 

Baykov,    A.  M.,    The  Development  of  the  Soviet  Economic 
System.    MacMillan,    New  York,    194  8.  (Chs.    I  -IX). 

Campbell,    R.  W.,    Soviet  Economic  Power,    Houghton- Mifflin, 
Boston,    I960    ( Ch.    2). 
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Erlich,    Alexander,    The  Soviet  Industrialization  Debate, 

1924-1928,    Harvard,    Cambridge,    I960. 

II.    INSTITUTIONS,   MECHANISMS,    POLICIES  (1928-1953) 

1.  Organizational  Structure  and  the  Planning  Process 

Campbell,    R.  W.,    Soviet  Economic  Power   (op.  cit..    Ch.  5). 

Dobb,    M,,    Soviet  Economic  Development  .  .  ( op.  cit.,    Ch. 
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Berliner,    J.,  "The  Informal  Organization  of  the  Soviet  Firm", 
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of  the  United  States  and  Soviet  Economies,    U.  S.    Gov- 
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and  Labor  Relations  Review,    January,    195  7. 

Campbell,  R.  W.,    Soviet  Economic  Power,  (  op.  cit.,    Ch.    6). 
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Power  and  Policy  (  op.  cit. ) . 
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